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The Accountant as an Expert Witness. 


By CLeveLanp F. Bacon, LL. B. 


The accountant, as an expert witness, performs some of his 
most important functions. In no other phase of his work is 
he so in touch with the closely related profession of the law; 
in none is he of greater direct value to his client and to the 
public. In numberless instances his testimony furnishes the 
only guide to a correct decision of questions vastly important 
on account of their magnitude and their effect on hundreds of 
future cases. 

The application to the accountant of the law governing 
expert testimony is of interest. Initially that law permits no 
man to testify as an expert upon a subject which has not been 
reduced approximately to an exact science. It must be governed 
by recognized rules. to which a reasonably uniform meaning 
is given by those familiar with them. Following such rules, 
an existent fact should indicate with reasonable uniformity a 
certain cause or resultant meaning. In such a situation, the 
expert draws certain conclusions, not always mathematically 
uniform, but at least with a degree of exactness which permits 
of a safe reliance. The wide field of purely speculative inquiry, 
embracing numberless cults, schools of thought and theories, 
contains no subject proper for expert testimony; for, no matter 
how ingenious they may be, they represent only the personal 
thought of their adherents and, not being governed by any 
fixed rules, are not to be considered as sciences. Needless to 


99 





The Journal of Accountancy. 


state, also, many of them are merely the product of irrational 
conceptions and erroneous premises. 

On the other hand, no man may testify as an expert upon 
matters as to which any ordinary man may be expected to form 
a reasonably correct conclusion. The subject must be one which 
can be properly understood only by a person having especial 
knowledge derived from training and experience. Thus it has 
been properly held that the speed of a train or wagon or the 
competency of a driver does not permit of expert testimony. 

The subject matter then is liable to two objections; it must 
not be purely a creation of speculative thought, for upon that 
topic there are no experts in a legal sense; and it must not 
be of the kind to be understood by the ordinary man, for upon 
such there is no need for experts in any sense. 

Clearly, in view of the fact that accountancy to-day is peculi- 
arly one of the most complex, definite and positive of the sci- 
ences, the former objection has practically no possible applica- 
tion. Yet in peculiar instances the cases have reminded us of 
its existence. In a Texas trial, the testimony of an expert ac- 
countant was rejected because the books as to which he was to 
testify were not shown to have been kept according to any tech- 
nical or scientific method. 

The second objection has caused some argument in the 
courts. It must be remembered at this point that an accountant 
may be called upon to testify in any one of several capacities ; 
most usually as a person who has examined and knows the 
contents of books and papers. In these instances the rule of 
evidence has been frequently invoked, that where the contents 
of books or documents is in question, the best evidence is the 
books and documents themselves; that comment or analysis by 
an individual is but secondary evidence of what an inspection 
would show to any one. 

Yet judges all over the country recognize that experts are 
alone able to arrive at the true meaning of complicated accounts. 
A dictum in one case was to the effect that, while the books could 
have been summarized by the court or jury, “it would have 
taken an unusual time at the trial to do so; and it is only an 
incident of every-day practise—to use the assistance of an ex- 
pert accountant to give the tabulated results.” An Arkansas 
judge recently mentioned accounting as having “come to be a 
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distinct profession, we might say an exact science, requiring 
particular adaptation and thorough training on the part of those 
who would master the subject.” Obviously this view must be 
only strengthened when the variety of questions involved in 
books and accounts is considered; it may be as to the presence 
or absence of certain entries, indications of erasures or altera- 
tions, the totals of numerous sets of figures, the relation of one 
set to others, the meaning to be drawn from them, the accuracy of 
method involved, or as to any one of numerous other intricate 
problems. The cases have impliedly recognized that no layman, 
whether attorney, court or jury, is qualified to testify upon such 
points. 

While acting thus in practise, they still give in theory tacit 
recognition to the rule of evidence which has been mentioned ; 
and wherever there has been a demand from either side, the 
books and other documents have been ordered to be brought 
into court and placed in evidence. Without this prerequisite, 
if the objection be made, no expert may testify upon the points 
involved. One of the judges has stated the purpose of these 
rulings to be that, “either side can have the advantage of such 
evidence and can usually come prepared to correct any error 
of calculation so made.” Obviously this is just what the cther 
side cannot do, except in the event of extreme simplicity of 
the accounts or the employment of opposing experts. Other- 
wise the sole purpose of bringing the books into court would 
be to furnish material for cross-examination. 

The accountant’s testimony upon the numerous points in- 
volved in his general profession that are not dependent upon 
particular books or documents, is pure opinion evidence upon 
a subject clearly suitable for expert testimony. As such, his 
testimony, on due proof of its materiality and of his qualification 
is, of course, admissible. 

As is well known, a special rule governs the questions which 
may be asked of the expert accountant as a witness. This 
is of interest, for it again emphasizes an entirely different dis- 
tinction between the capacities in which an accountant may 
testify. He may be questioned merely as an expert who knows 
the existence or non-existence of certain facts; whether a speci- 
fied entry be present or absent, the contents of books or docu- 
ments, the method of accounting employed in a given case, 
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and the usual methods of his profession. Questions on such 
points are asked directly and in the usual form. But the ac- 
countant is frequently asked for pure opinion evidence, perhaps 
as to the meaning of certain figures and the inference to be 
drawn therefrom where the issue is the liability, negligence or 
dishonesty of certain individuals. In the same way a physician 
gives his opinion as to the probable results of an injury or an 
engineer as to the strength or durability of a bridge. 

Wherever the accountant is asked for opinion evidence, the 
general rule of hypothetical questions is involved. Counsel may 
not ask an opinion based wholly on suppositions not brought 
forth by the evidence, for that would not be relevant; nor an 
opinion not predicated upon all the evidence, for that usurps the 
function of the court or jury. Questions may be framed, how- 
ever, upon hypotheses of certain facts. Some of the federal 
courts have held that such facts should embrace all the facts 
proven in the case. The general doctrine is that such hypothesis 
need merely include all or a part of such facts, as the questioner 
reasonably assumes to have been proved by previous testimony. 
A New York case holds that even an error in such an assumption 
does not render the question objectionable if it be within the 
possible range of the testimony. 

In only one instance has this rule been varied: one of the 
New Hampshire courts allowed a direct question to such a wit- 
ness as to whether a shortage existed in his employer’s accounts. 
This was doubtless on the theory that the question related solely 
to the existence of a fact; while actually his answer must have 
been based upon his opinion derived from an inspection of the 
books. On the other hand, the general doctrine is illustrated ; 
in a Massachusetts case, an accountant was forbidden to testify 
as to his opinion whether the books indicated insolvency. In 
another instance such a witness was not allowed to offer an 
opinion as to whether the books in issue were badly kept; yet 
he might properly have testified directly as to what was the 
usual and approved method of keeping such books; this would 
have allowed the jury to draw an intelligent inference as to 
delinquency in the particular case. 

One of the most interesting phases of an accountant’s testi- 
mony has been found in relation to the fitting compensation 
for the services of other members of his profession. The witness 
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in such cases obviously offers purely opinion evidence and hence, 
as was expressed by dictum in a New York case, he must have 
a knowledge of the value of such services not possessed by the 
ordinary man—yet the court considered this qualification shown 
by the mere statement of the witness that he was “ somewhat ”’ 
familiar with bookkeeping and accounting and had “some” 
knowledge of what the plaintiff had done. To-day, in the ad- 
vanced state of the accounting profession, it is hardly likely 
that such meager qualification would be accepted. 

These cases again illustrate the rule that the expert witness 
may not take the case from the jury. In Massachusetts it was 
held necessary that the books upon which the work was done 
be brought into court. The witness was allowed to testify as 
to what was a fair compensation for similar work, and as to what 
was the reasonable and usual charge for an accountant’s 
services. He was not permitted to give an opinion upon the 
value of the particular work in question. 

Should an accountant’s services be valued in proportion to 
the importance of the work, the results to be attained, and the 
responsibility attached, or simply by the customary rate upon 
a per diem basis? ‘This question, especially interesting as 
indicative of professional standard, was inferentially answered 
by a decision in New York of several years ago. The de- 
fendant desired to offer testimony at an expected trial, upon 
the contents of certain books and accounts covering about one 
year. These he employed the plaintiff to examine that the latter 
might be able to furnish the evidence. The trial never occurred 
and the plaintiff, of course, was not called upon to testify. Yet, 
in the examination he had spent five evenings and two Sundays, 
“from two and a half to four hours daily.” Despite the small 
amount of time involved, the plaintiff's counsel, in the trial court, 
succeeded in impressing the jury with the undoubted importance 
of the work and the great gain to the defendant which would 
clearly have accrued from the plaintiff’s testimony. Thereupon, 
imbued with these standards of value and in the spirit of per- 
sonal liberality, that august body awarded the plaintiff the sum 
of $1,000. The Appellate Court promptly set aside this as ex- 
cessive, and, in so doing, laid down an important principle as 
to the value of services, and also drew a sharp distinction be- 
tween expert accountants and mere bookkeepers as professional 
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mep. The court states that it is “only in cases where profes- 
sional skill of a high order is employed, requiring much prepara- 
tion and technical knowledge, that the nature or importance 
of the controversy, gravity of the matter in hand, or the impor- 
tance of the results obtained, affect the amount of compensation.” 
Where none but ordinary skill is required, the court states, 
there should be merely reasonable pay for the time and labor 
expended, measured by the custom in such matters. 

It will be perceived that this is in effect, a holding that as 
to the services last mentioned, their value to the performer him- 
self is to govern, while payment for the work of the higher 
nature is to be governed by the value or importance to the 
client. Further the court flatly holds that the plaintiff may not 
rate his services by the latter standard, for the evidence showed 
two most significant facts; first, that the plaintiff did not claim 
to be an expert upon accounting, and second, that although 
he valued at so high a rate his Sundays and evenings, yet he 
was at other times employed as a bookkeeper at $1,800 per year. 

From this, it would seem likely that were such services per- 
formed to-day by some of the great individual accountants of 
New York city, the charge, large though it seemed for the actual 
time expended, might well be sustained by the court on the 
ground of the importance of the work and the very high degree 
of professional skill brought to it by the performer. 

The value of expert testimony disappears unless the witness 
be properly qualified—unless he be a master of his science at least 
as to the particular matters in hand. On this point the subject of 
the cross-examiner’s attacks is mainly general professional train- 
ing and equipment, and properly so, since nothing else so truly 
shows fitness to cope with the question at issue. No part of this 
general equipment is more truly indispensable than adequate 
study by the witness preparatory to entering upon the practise 
of his life work. Without that, the foundation of his equipment 
may be crumbling and untrustworthy, infesting in such event his 
entire knowledge with misconception and error. 

The accountant’s preliminary training can be shown only 
in one way—by the certificate granted by the state in which 
he practises. What lawyer or physician would be upheld a 
moment as an expert if he did not possess a certificate granted 
by the state as to his preparatory work? Yet the certificate 
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held by the physician, lawyer and certified public accountant 
represent exactly the same thing—necessary preliminary study 
and apprenticeship. Such a certificate is indispensable to mem- 
bers of the first named profession on the stand, while it simply 
strengthens the testimony of the accountant. Yet its absolute 
necessity is recognized by the courts, one of which stated as 
to accountants: “ they must have acquired by a course of study 
a knowledge of the system and rules involved, and by a course 
of practise become able to apply them to the varied complications 
of business life.’’ It is to be hoped that the time is near when 
legislation or the courts will prevent any accounting witness 
from qualifying without this requisite. 

Clearly distinguished, of course, from these three professions 
are certain other subjects of expert testimony—such as that 
of real estate methods and values—which are as yet too far 
removed from the sciences to require any qualification except 
that derived from experience. 

Accountancy, however, is to-day one of the important learned 
professions—the accuracy and the high sincerity of its practise 
is in the greatest degree essential to the safety of complicated 
litigation and to the interests of the business public. The repre- 
sentative of the profession on the witness stand, as in other 
phases of his work, should be qualified by proof of his equip- 
ment. It is submitted that the certificate of certified public ac- 
countants is the most essential single element of such qualifica- 
tion. 





Should the Practise of Public Accounting Be 
Limited to Certified Public Accountants ? 
By J. S. M. Goop.oe. 


The growth of the practise of public accountancy in the 
United States within the past ten years has resulted in legislation 
in the states of New York, Pennsylvania, Maryland, California, 
Illinois, Washington, New Jersey and Michigan, the avowed 
object of which is to regulate, to some extent, the practise of 
professional public accountants, and authorize the title or degree 
of certified public accountant. Legislation on similar lines has 
been attempted in other states, but at this time, the states named 
are the only ones which have placed a “C. P. A.” law on the 
statute books. 

The intention and general purposes of the laws of the dif- 
ferent states are in the main identical, although they differ in 
many minor details. In the states of New York and Illinois the 
authority to practise as a certified public accountant is conferred 
by the state university, while in the other states named such 
power is vested in a “State Board of Accountancy.” The 
statutes of the several states vary as to the admission as certified 
public accountants of accountants from other states; the Illinois 
law provides that the C. P. A. of any state may practise as 
such in the State of Illinois; the New Jersey and Michigan 
statutes provide for the waiver of examination and the issue 
to or registration of the certificate of a C. P. A. from another 
state, provided that such other state accords a similar privilege 
to the C. P. A. from New Jersey and Michigan. A proposed 
amendment to the Maryland law provides for the registration 
of the certificate of the C. P. A. from other states on payment 
of the same fee as is required for examination of and issue 
of the Maryland certificate, but New York, Pennsylvania, Cali- 
fornia and Washington make no provision for the practise within 
their borders of certified public accountants from other states. 

In none of the states which have enacted C. P. A. legislation 
is the practise of accounting limited to certified public account- 
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ants, nor is there anything in any C. P. A. law so far enacted 
which in any way “ regulates” the practise of accounting, other 
than by the creation of the degree or title of “ Certified Public 
Accountant ” although in several states (notably in Maryland 
and Illinois) the title of the legislative act states that the bill 
is “to regulate the practise of the profession of public account- 
ants.” 

Nothing can be considered as “ regulating” any profession 
which permits the practise of such profession by persons other 
than those registered or certified in accordance with the statutes. 
Nearly all, if not all, of the states “regulate” the practise of 
law and medicine, but I believe that few, if any, states permit 
the practise of either law or medicine by any person or persons 
other than those admitted to practise by the proper authorities. 

Many states provide for the examination and registration of 
veterinary surgeons and other trades or profession before per- 
mitting practise ; in at least one state (Ohio) the statutes provide 
(House bill No. 478, passed May 9, 1902) that “it shall be 
unlawful for any person to be engaged in, or working at the busi- 
ness of a horseshoer, exclusively in this state without having 
first received a license to do so, as hereinafter provided.” 

The “ horseshoers’ bill,” the first section of which is quoted 
above, “ regulates” the work of horseshoers; but, at this time, 
there is no state in this country which regulates the practise 
of public accountants to the extent of specifying that all account- 
ants in practise must prove their qualifications before being ad- 
mitted to practise. 

We must admit without question, the value of legislation 
limiting the practise of medicine, law, veterinary, etc. as protect- 
ing life and property. The services of professional public ac- 
countants have become a necessity to the business world of 
to-day and the statutes regulating the practise of accounting 
should restrict such practise to accountants of known integrity 
and good character, who have proved their fitness and ability 
to be trusted in matters requiring ability and technical knowledge. 

The C. P. A. bill introduced at the last session of the Ohio 
Legislature (January, 1904) contained a clause providing that 
“no person shall practise as a public accountant within the state 
of Ohio, who has not received from ‘ The: State Board of Ac- 
countancy ’ a certificate as to his qualifications, etc.” The pro- 


‘ 


107 





The Journal of Accountancy. 


posed Ohio bill provided for the issue of certificates by examina- 
tion; by waiver of examination of the accountant residing in or 
doing business within the state who has had at least three years’ 
experience as a public accountant, at least one year of which 
immediately preceding the passage of the act shall have been 
within the state of Ohio. The bill also provided for the waiver 
of examination of and issue of certificate to any accountant who ~ 
holds a valid and unrevoked certificate issued by or under the 
authority of any other state or nation, provided that the standard 
of proficiency and character under which such certificate was 
issued be equivalent to that of Ohio. The proposed Ohio bill 
was lost in the Senate by lack of one vote of a constitutional 
majority. 

The power of the state to regulate the practice of any profes- 
sion has been passed upon by the Supreme Court of Ohio in the 
case of— 


France vs. State (1897) 
57 O. St. I. 


The Supreme Court sustained the statutes regulating the practice of 
medicine—part of the decision reading as follows: 


“It is competent for the state under its power to provide for the wel- 
fare of its people, to establish needful regulations and impose reasonable 
conditions, calculated to insure proper qualifications, both with respect to 
learning and moral integrity, of persons desiring to engage in the practice 
of medicine in the state, and require compliance therewith by such persons 
before they shall be permitted to practice within the state. 


Judge Williams said (at page 19) that 


“ The powers of the Board bear a close analogy to those of boards of 
public examiners, who are authorized to grant certificates to teach the 
public schools to applicants who are found, on examination to possess the 
necessary qualifications and furnish satisfactory evidence of good moral 
character. * * * The medical board is but an agency to insure the 
effective execution of the law designed for the promotion of the public 
health and welfare. The purpose of the statute undoubtedly is, by enforc- 
ing the requirements it has prescribed for the admission of persons to the 
practice of medicine, in the state, to prevent those from engaging in the 
practice of that profession who, from lack of proper knowledge or want 
of moral rectitude, are unfit to be entrusted with its important and 
responsible duties. The power to pass upon the qualifications required 
must necessarily be committed to some board or body other than the 
legislature, and may be, not inaptly, characterized as administrative.” 

On April 21, 1896 (92 Ohio Laws 263), the General Assembly passed 
a statute entitled: 

“An Act to Promote the Public Health and Regulate the Sanitary 
Construction of House Draining and Plumbing.” 

This statute was declared constitutional by the Supreme Court in 

State vs. Gardner (1808) 
58 O. St. 590. 
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The first proposition of the syllabus is as follows: 

“The right of labor and enjoy the rights thereof is a natural right 
which may not be unreasonably interfered with by legislation. Where, 
however, the certain concerns, in a direct manner, the public health and 
welfare, and is of such a character as to require a special course of train- 
ing, or experience, to qualify one to pursue such occupation with safety 
to the public interests, it is within the competency of the General Assembly 
to enact reasonable regulations to protect the public against evil which 
may result from incapacity and ignorance.” 


In a lecture recently delivered before the School of Accounts 
and Finance of the University of Pennsylvania by Mr. Charles 
N. Vollum, C. P. A. (Pennsylvania) reference is made to 
a bill pending in the Pennsylvania Legislature providing for 
the certification by a certified public accountant of all financial 
statements issued by all corporations doing business in that state 
whether domestic or foreign. This bill makes the employment 
of a certified public accountant mandatory on corporations and 
also provides severe punishment by fine or imprisonment—or both 
—for the certification by the accountant of a false or misleading 
statement. 

The passage of the acts referred to in Ohio and Pennsylvania 
will regulate the practise of public accountants in those states 
to an extent which will protect both the public and the responsible 
and competent accountant from the dishonest and incompetent 
person who professes to be an accountant but whose lack of 
ability, integrity or responsibility renders him unfit to be a mem- 
ber of a profession whose greatest value lies in absolute and 
unquestioned veracity. 

In a recent lecture the Secretary of the American Association 
of Public Accountants, Mr. A. Lowes Dickinson, refers to the 
necessity of limiting the practise of accounting to certified public 
accountants in the following words: ‘“ The acts here shortly 
summarized represent the best which the profession has yet been 
able to secure, but all are defective in two most important par- 
ticulars. In the first place, none of them calls for any practical 
experience as a necessary qualification for the degree; and, 
secondly, they make no attempt to regulate the profession, or 
even, with the exception of New Jersey, to control the resident 
holders of certificates granted by other states. . . . The 
other defect noted is of even greater importance to the profession. 
All states except Illinois and New Jersey merely prohibit the 
use of the term ‘ certified public accountant’ by those who have 
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not obtained the degree in the state. This means that the holders 
of a degree of another state must add the name of that state 
after the words ‘ certified public accountant.’ Illinois throws the 
door wide open to all those holding a similar degree from another 
state.” 

The certificate of an accountant as to the financial condition 
or earning capacity of a corporation whose securities are offered 
to the public, must have weight with many persons to whom 
the accountant is personally unknown. It is a matter of congratu- 
lation to the members of the profession that the letters C. P. A. 
or C. A. have great value when following the signature attached 
to a statement of financial condition, or net profits. 

Such statements are submitted to the public for the purpose 
of securing subscriptions to the securities of corporations, or 
for the purpose of advising stockholders, bondholders, creditors, 
etc., as to the condition of properties in which they are financially 
interested. It is important, therefore, that when such statements 
are certified by a public accountant, that the investing public 
be protected against incompetency and irresponsibility, by limit- 
ing accountancy practise to such persons as have satisfied the 
proper authorities as to their integrity and ability, to properly 
perform their duties. 

It is undoubtedly true, in such states as now have a C. P. A. 
law, that the standing of the certified public accountant is, as 
a rule, far above that of the accountant who has not received 
the C. P. A. degree. 

The physician, attorney, veterinary, etc., who is guilty of 
malpractise, may under existing statutes, be debarred from future 
practise ; not so, however, with the accountant. He, if his sins 
of omission or commission be flagrant, may be deprived of his 
right to practise as a “ certified public accountant,” but in no state 
is there any statute which will prevent his continuing in practise 
as a “ public accountant,” nor is there any statute in effect which 
prevents any person, no matter how ignorant or incompetent, 
from calling himself a “public accountant” and practising as 
such. 

Moreover, there are, we regret to say, persons calling them- 
selves accountants who are not adverse to making false state- 
ments as to financial matters—at the request of the manage*nent 
or for the purpose of misleading the stockholders—if by the 
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making of such false statements, their fee be increased. Under 
a statute which regulates the practise of accounting in fact 
as well as in name, such a person should be not only barred 
from future practise, but should be subject to civil and crimjnal 
action. 

It is not the intention of the writer to belittle the C. P. A. 
laws now in force. They have materially aided the cause of 
the competent and honest accountant as well as the cause of 
the client, but the real objects of the C. P. A. legislation will 
not be attained until such existing C. P. A. laws are amended 
so as to bring all public accountants under their provisions 
by requiring every practising public accountant to qualify as 
a certified public accountant. 





The Business Man of the Army. 


By A CAPTAIN IN THE REGULAR SERVICE. 


The quartermaster’s department has been described as the 
department which does all the things which none of the other 
departments of the army care to do. Managed by the quarter- 
master general of the army, with headquarters in Washington, it 
consists in a general way of the following subdepartments: 
Construction, clothing, transport service, general supplies, supply 
of funds, transportation, including animal transportation and 
transportation by rail, and a department which has charge of 
the civilian employees and post quartermaster sergeants. 

The operations of the quartermaster’s department are so intri- 
cate and have so many ramifications that it is almost impossible 
for any one person to become proficient in all its branches and 
departments. For this reason quartermasters and employees 
are generally assigned to some one class of work and are not 


expected to have an expert knowledge of the other branches. 

To give an idea of the volume of work performed by the quar- 
termaster’s department I give a few figures taken from the report 
of the quartermaster general for the year ending June 30, 1904, 
the latest information available: 


Expended during year $53,593,501.70 
Value of clothing purchased or manufactured... $4,750,000.00 
Number of animals purchased 

Persons carried, transports 

Freight carried on transports, tons 

Other persons transported 


Other freight transported 
Transports on hand 


Launches, tugs, etc 
Value of new buildings 
Bodies returned to U. S 
Mail carried, Ibs 
Currency shipped to P. I 


In the office of the quartermaster general several officers are 
assigned as assistants, each of whom has charge of one or more 
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lines of work connected with the department. At the headquar- 
ters of each territorial division and department there is assigned 
a chief quartermaster general whose duty it is to supervise the 
work of the quartermasters at posts, depots, etc., within that 
division or department. 

Scattered through the country, generally near the principal 
trade centers, depots are established, and at other places there 
are purchasing and disbursing quartermasters. The officer in 
charge of these points purchase and distribute supplies as they 
are called for by post quartermasters on requisitions and esti- 
mates, approved by chief quartermasters. 

At every post, and with every command in the field, there is 
always a quartermaster. These are usually officers of the line 
‘of the army, although at some of the largest posts officers of the 
quartermaster’s department are assigned for this duty. These 
officers are what might be called superintendents of the post, that 
is, they have charge of the grounds, buildings, wagons, teams, 
water and sewer systems, lighting systems, etc. They receive 
and disburse all moneys pertaining to their work, issue clothing 
to the enlisted men, make sales of fuel, oil, and supplies to offi- 
cers; superintend the care of public animals, inspect and issue 
forage and other stores received by them for the use of troops, 
and receive and ship all freight. At seaboard posts they board 
all vessels connected with the army, or chartered by the quarter- 
master’s department, and are responsible for the proper burning 
of signal lights in use at their posts. 

Each transport in service has on board a quartermaster who 
corresponds to the purser of a large liner. He procures the coal 
and supplies needed, employs and pays the crew and steward’s 
employees, and in fact is in entire charge of the ship except 
inasmuch as pertains to the actual sailing of same and the con- 
trol of the troops aboard. This officer is also in charge of the 
subsistence of crew, troops and passengers. 

Construction of new posts, or of new buildings at old posts, 
is usuaily under charge of a constructing quartermaster who is 
under the direct orders of the quartermaster general when the 
work is being done in the United States, and under the orders 
of the chief quartermaster of the department in the case of work 
done in the Philippine Islands. Practically all buildings are 
constructed after standard plans drawn in the quartermaster gen- 
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eral’s office, modifications being made to conform with natural 
or climatic conditions of each locality. These plans are accom- 
panied with specifications very carefully drawn and which pro- 
vide that the decision of the officer in charge shall be final. 
When a building is authorized bids are asked for and contracts 
are let to the lowest responsible bidders; the officer exercising 
supervision over the work as it progresses, interpreting the speci- 
fications, and making partial payments as the building progresses 
Every contractor is heavily bonded and out of each payment 
there is withheld twenty per cent. until the building is completed 
and accepted by the quartermaster. In the Philippines contracts 
are seldom let, the work being done by the purchase of material 
and hire of labor by the day or month. 

Funds are obtained by quartermasters upon estimates ren- 

dered each month, or oftener if necessary, and forwarded to the 
chief quartermaster in whose department the officer is serving. 
In the United States the amount asked for, which should be as 
nearly as possible what will actually be required to meet the 
obligations of the following month, is deposited to the credit of 
the officer in a subtreasury or a designated depository. Upon 
receipt of notification that this credit has been made he can draw 
checks to meet his expenditures. A check can be drawn in favor 
of the officer for money needed to pay regular stated pay rolls, 
but for all other purposes payments must be made by check and 
‘the voucher number entered on the face of the check. In the 
’ Philippines estimates for funds are filled with the actual currency 
on account of the difficulty creditors would have in cashing 
checks, and also for the purpose of putting the new Philippine 
currency into circulation. A receipt is given, in duplicate, for 
these funds and the officer then becomes personally responsible 
for the amount of money; should it be stolen or should he pay 
out money without having received proper authority for the pay- 
ment he has no redress except a special act of Congress directing 
his reimbursement. 

Payments are made on duplicate vouchers, entire pay rolls 
being considered as single vouchers. On this voucher is entered 
all the data necessary to enable the auditor for the war depart- 
ment to check it up and pass upon it. These vouchers then 
become vouchers to one or more abstracts and the totals of the 
abstracts are entered on the account current for the month under 
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the proper headings as to appropriation. The account current 
is practically a balance sheet and shows the condition of the 
officer’s accounts at the end of each month. When completed 
it is mailed, together with one set of vouchers, to the quartermas- 
ter general, whose office passes upon it and sends it on to the 
auditor, who is the final judge of the validity of all payments. 
One ‘copy of each voucher, abstract and account current is 
retained by the officer. 

Property is obtained in three ways: by purchase, by transfer 
from other officers, and upon requisition made to the chief quar- 
termaster, the quantities asked for as revised by him, being 
ordered supplied from depots. When purchased it is “taken 
up” by the officer making the purchase, the purchase voucher 
being referred to as the authority for the transaction. When 
transferred by other officers or sent from depots the property 
is accompanied by invoices and receipts in duplicate; if the 
quantity received is correct the receipts are signed and returned 
to the officer from whom the property came and the invoices 
become vouchers for the officer who has possession of the 
property. As soon as receipts are signed the officer becomes 
responsible and accountable for it and must either produce it 
when called upon to do so, or furnish satisfactory evidence as 
to its disposition, or else pay for it. 

Officers can have the use of public property for themselves 
in the performance of official duty or for the use of their com- 
mands, upon signing a “ memorandum receipt” in which they 
agree to produce the property when called upon to do so, and 
which makes them responsible, but not accountable inasmuch as 
they do not have to render returns for what they hold in this 

way. 
| Certain property such as coal, oil, forage, brooms, etc., are 
issued according to established tables of allowances and are pro- 
cured upon requisitions, which when approved by the com- 
manding officer become vouchers for the quartermaster. Certain 
other articles such as wagon parts, plumbing fittings, etc., are 
“dropped” by the quartermaster, as used, upon a certificate 
which must also be approved. Property worn out or damaged 
beyond repair is submitted to a surveying officer who is autho- 
rized to receive sworn evidence and command witnesses, upon 
the evidence at hand he makes recommendation as to what should 
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be done with the property and also concerning the responsibility 
for its condition. If the quartermaster is cleared of responsi- 
bility and the property is declared unfit for further service it 
is examined by the commanding officer and if he agrees with 
the surveying officer it is destroyed; the papers when completed 
becoming a voucher for that amount of property. 

The system of accounting for property formerly in vogue has 
been abolished and a new system has been established which is 
practically a card system. Three slips of paper of different 
colors are used, a white one for the quartermaster general’s office, 
a blue one for the officer to retain, and a pink one to be used 
when purchases are made. Each of these slips is labeled with 
the designation of the article and the groups of slips are arranged 
alphabetically on a clip, all are ruled alike. The entries, debit 
or credit, are made on the top slip of each group and carry 
through to the others by carbon process, each entry showing 
the number of the voucher to which it pertains. At the end 
of a month the pink slips are abstracted, bound together, and 
forwarded with the account current and constitute a list of the 
articles purchased during the month. Other pink slips are put 
in their place until at the end of a quarter, the last pink slips 
having been withdrawn, the whites and blues are separated, bal- 
anced, paged, and bound together, the white ones constituting 
the return for forwarding and the blue slips the retained return, 
All vouchers, arranged in order, are forwarded with the return. 

This return is checked up in the office of the quartermaster 
general and the officer is called on to explain any errors. The 
return for the new quarter commences with the balance shown 
as on hand on the last line for the previous quarter. 

Frequent inspections of both money accounts and property 
are made by inspectors general to insure correctness in accounts 
of both kinds. In spite of the large amount of both money and 
property handled by this large number of officers, many of them 
with very litttle experience, it is believed that the loss to the 
government is practically nil. 

A great deal is said against the “red tape”’ of the govern- 
ment departments, but it is not believed that much reduction can 
be made in the paper work of such a department as this one. 
The large number of reports and returns that are required of post 
quartermasters seems at times to be very burdensome, but they 
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are doubtless necessary in order that the chief quartermasters 
and the quartermaster general may keep themselves posted as 
to the condition of buildings, plants, and property and so be 
able to make the most economical use of the money which the 
congress has placed in their hands for the public service. 

No soldier in the world is as well clothed and quartered as 
the American soldier. The quartermaster’s department never 
knowingly purchases an inferior article or erects an inferior 
building, every garment a soldier puts on has been constructed 
after careful consideration of his needs and its suitability for 
service, in fact his every need is as carefully looked after as are 
those of the guests in a large hotel. The quartermaster’s depart- 
ment is one vast complicated machine which exists solely for the 
purpose of keeping the soldier in prime condition and of moving 
him quickly to the places where his services may be required, 
until after he answers his last “taps” this same department, 
through its special burial corps, coffins him handsomely and 
returns his body to those to whom he was dear when living. 





The Public Accountant and the Universities. * 


By Ernest Reckitt, C. P. A. 


The nature of the services that can be rendered by the public 
accountant to the trustees of colleges and uriversities may, for 
the purposes of this discussion, be briefly summarized under 
two headings: publicity and system. The certificate of the 
certified public accountant has become recognized as the stand- 
ard expression of the accuracy and reliability of the statements 
to which it refers. The certified public accountant has no 
ax to grind, no friendships or affiliations in respect to the institu- 
tion he investigates. His reports are independent statements 
of facts, impartial, without fear or favor. Therefore, when 
university trustees appeal to the public for financial aid, whether 
this be a general appeal or a special appeal to some well known 
philanthropist, the employment of the certified public account- 
ant will not only beget confidence and an accurate knowledge 


of your needs, but if intelligence is used, in the preparation of 
his report and statements, they will be so simple that. he who 
runs may read. The effect of this form of publicity will be 
‘found of direct benefit to the finances of those institutions which 
depend wholly or partially upon public beneficence. 


_ If you can imagine two concerns each manufacturing the 
same article and each attempting to sell its product in the same 
market, one of which has an “ up to date” system of accounts, 
while the other concern runs along upon the accounting methods 
of fifty years ago, it is easy to predict which concern will suc- 
ceed. As it is in business, so it is with all philanthropical and 
educational institutions. The college or university which does 
not appreciate the advantages of using records and reports which 
will give the maximum amount of accurate information will fall 
short of its highest success even if it be not overtaken by disaster. 

The accounting requirements of a college or university cover 
* This article and the two following were read before a conference of 
university trustees at the University of Illinois. 
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a wide ground, but the most important of these requirements 
can be briefly summarized. 


Accounts of revenue and expenses should be so analyzed 
that an intelligible and fairly accurate budget can be prepared 
for the succeeding year. This suggests the thought of analysis 
of accounts into many and various headings and subheadings— 
and here I have often been met with the objections that such 
analyses would be too expensive, and, furthermore, that it is not 
necessary since money has been spent and wisely spent. These 
objections are easily answered by an analogy. Chemistry is 
a science of synthesis and analysis. The chemist first under- 
takes analysis, so that he may understand synthesis. He first 
separates to its ultimate elements the compounds presented to 
him, so that he may know how to manufacture them. Analysis 
may be compared to your detailed system of accounts with their 
headings and subheadings, synthesis corresponds to your budget. 
Some gold is brought to the chemical laboratory for assay. It 
appears to be pure; but under the trained hands of the chemist 
it is analyzed and found to be 70 per cent. pure gold, 30 per 
cent. dross. How much dross have universities in their expense 
accounts? How much of their expenditure is wasted? Unless 
accounts are accurately kept and intelligently analyzed these 
questions cannot be answered. No money is disbursed by honest 
administrators for what they considered at the time was foolish 
expenditure, but a proper distribution of the expense accounts 
will show at a later date that certain expenditures have not 
brought the results anticipated and that such items should be 
cut off or curtailed in the future. 

The amount of monthly revenues and expenses under each 
classification should be recorded with their relation to their 
respective appropriations, and also their relation to the corre- 
sponding month or period of the previous year. Many colleges 
have no other book of original entry than their cash book, and 
under this system no intelligent comparison can be made. Every 
liability either for goods purchased or for services received 
should be entered in the month it was incurred, and the same 
argument holds good as to revenues. 


Trustees and business managers should receive complete 
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statements of account each month fully setting forth the reve- 
nues and expenses of that month, and does the dean of each 
faculty receive a copy of that portion of the monthly report deal- 
ing with his department? If this practise is not followed, it 
is no wonder that, at the close of the fiscal year, universities 
often find themselves confronted with a deficit instead of a 
surplus. 


Accounts with endowment funds and the revenues received 
from such endowments should be carefully kept distinct. The 
uninvested portions of these endowments should be so recorded 
as to afford the business manager information upon which he 
can invest these funds so as to immediately make them interest 
bearing. 


An account should be kept with every investment: and a 
record kept of the rate of interest it is bearing, as a guide to 
the suitability or otherwise of a similar class of investment being 
made in the future. When the investment is one of property, de- 
tailed accounts should record the cost of operation of such prop- 
erty, with the further object of being in a position to prepare 
comparative statements of such expenses of each investment one 
with the other. If title is held to improved property, a reserve 
_Should be provided to cover depreciation, or if it be a lease a 
sinking fund should be provided. If premium bonds are pur- 
chased, a proportionate amount of the premium should each 
year be written off, in order that, at the maturity of the bonds, 
their repayment, on a basis of par value, shall not result in a 
loss equal to the premium at which they were purchased. 


All stores should be issued by requisitions, and a “ Store- 
room System” should be installed to avoid waste and theft. All 
supplies should be purchased by a purchasing agent or the busi- 
ness manager acting as purchasing agent, so as to obtain the 
best prices and prevent extravagance. 


The total cost of operation on a per capita basis should be 
calculated. While this is a valuable calculation for comparing 
the per capita cost of one year against another, if carried out 
understandingly, it is more important to make a similar calcula- 
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tion after cutting out of the receipts all tuition fees. Unlike 
the ordinary factory or construction company, whose sole end 
is to manufacture or construct at the lowest cost, we may com- 
pare the college or university to the manufacture of some 
specially fine piece of machinery or tool, where the cost of the 
material or workmanship upon it is not a consideration, or to 
the construction of a palace or temple where the cost of the 
marble is only a consideration, in so far as the amount of money 
raised for its erection must not be exceeded. Therefore the 
cost of tuition per capita cannot be a consideration in the 
same manner as other operation expenses, except in so far that 
the total amount expended must be in conformity with your 
revenues. 


Finally, those employes who are entrusted with the handling 
of funds should be surrounded with every safeguard, so that 
in the hour of temptation the fear of detection may save 
them from committing a crime. This may be considered a low 
motive for adhering to the straight and narrow path, but are 
we to condemn a man for yielding to a temptation of the severity 
of which we have no conception? After fourteen years’ practise 
as a public accountant, and having come in contact with many 
men whose defalcations I have discovered, I am of the opinion 
that honesty and trustworthiness are the rule, and that it is 
opportunity combined with adverse circumstances that create the 
criminal. Not only to you, trustees of colleges and universities, 
but to all employers of trusted employes, I wish to say that you 
carry a heavy moral responsibility if you do not throw around 
them the well known safeguards of proper systems of account 
and periodical audits. The lack of this appreciation has been 
not only the cause of much loss of money and bankruptcy of 
business institutions, but what is infinitely worse, the ruin of 
homes and fair reputations. 





Need of Business Methods in Our Universities. 


By Witriam A. DycHeE, 
BUSINESS MANAGER OF NORTHWESTERN UNIVERSITY. 


The relation of faculty and trustees in regard to finances 
is most interesting. The faculty through the president and heads 
of departments should have a large part in planning educational 
expenditures. It is equally clear that the trustees should have 
entire charge of the business management, caring for the prop- 
erty, making investments, etc. 

There is one point, however, where there can be no room 
for differing opinions, namely: that the best methods should 
be used in our business offices. This is so evident that there 
should be no necessity to discuss it; yet there is great need 
of publicity on this point. There are many trust institutions 
besides the large life insurance companies in which the loosest 
customs prevail. Two illustrations will serve to emphasize the 
need of correct business methods on the part of.those to whom 
a trust has been committed. 

The first is that of a society engaged in a great humanitarian 
‘work. It is fostered by a religious denomination ; its representa- 
tives are appealing every day in the year to the American public 
for donations; it receives and disburses annually hundreds of 
thousands of dollars ; it has endowments ; it offers favorable terms 
for annuities; it is a trust society in the broadest sense 
of the word. Yet the officers of this society and the trustees 
who have the management of its vast interests have for years 
concealed a deficit or shortage in one class of its trust funds 
closely approximating $100,000, and the record of this shortage 
is kept outside of the books on a vest pocket memorandum. Its 
published reports are therefore misleading. I am not aware 
whether this shortage is the result of a defalcation or misman- 
agement. Until within three years the trustees of this great 
society have never realized the necessity of having their books 
audited by non-interested experts. About that time a new trus- 
tee was elected. He saw that the financial reports were not 
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satisfactory and that the officers had great trouble in preparing | 
them. He suggested that if the books were properly systema- 
tized, there would be no difficulty in making accurate and satis- 
factory reports. A public accountant was called in and given 
instructions to make an exhaustive audit and suggest better 
methods. In due time he discovered the shortage above referred 
to and proceeded to make it show up on the books. The old 
trustees were alarmed; they urged him to overlook it and not 
refer to it in his report. He declined; they dismissed him. From 
that day to this these officers continue to conceal the shortage, 
and the trustees, high in the councils of a great church, are 
too cowardly to publish the truth or even correct their books. 

The other illustration is that of a comparatively small educa- 
tional institution. It was founded for a particular purpose. Its 
kind of work is not expensive. Its endowment, when considered 
in reference to its needs, is very large. Its trustees employ 
no salaried official to look after its business. For fifteen years 
one of their own number, who had a reputation for business 
sagacity and enjoyed the confidence of his associates, has acted 
as their business agent, managing the property, looking after 
the endowment, collecting the income and paying the bills. This 
institution has not published a financial report for years. Its 
trustees have a general idea but little definite information as 
to the value of its property. Some of them, however, know 
and have known for years that their associate sometimes deposits 
the funds of their institution to the credit of his personal bank 
account, that its bills are sometimes paid with his personal check, 
and that frequently he neglects to pay them until long past due. 
When a temporary loan was needed, he was accustomed to 
borrow in its name without specific authority from his associates. 
He writes up his books when he pleases, and that is very rarely. 
Apparently he thinks all necessary records can be kept on the 
stub end of his check book. It is reported that the trustees are 
beginning to grow tired of his carelessness and in a most politic 
way are intimating to him the necessity of a more accurate system 
of accounting. They are disturbed, but hesitate to take radical 
action, fearing to wound the feelings of their associate. In 
this case I doubt if the institution has met with any loss other 
than that which must of necessity follow such carelessness. 

We trustees, in accepting office, fail to realize that we are 
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accepting a grave responsibility. We may have visionary ideas 
or no ideas at all about the educational problems our presidents 
continually hurl at us. We cannot be blamed very much if 
we make mistakes about them. But there is no excuse for us 
if we tolerate dangerous customs and slipshod methods in the 
business offices of our respective institutions. We cannot be 
expected to give much time to details; hence we should learn 
from experts if our accounting systems are adequate and from 
frequent audits and examinations by non-interested public ac- 
countants if our books are right and if our published reports 
can be verified by our books. Anything short of this is neglect 
,of duty. The best and most approved methods of handling our 
"property, of making and taking care of investments, of looking 
after all the material interests of our institutions are the most 
economical. When any trustee opposes changes which will make 
these things possible, he is assuming grave responsibility. 

A well planned system of accounting is not only essential 
for the proper management of a university, but it helps to make 
proper management easy. A set of books may be accurate but 
not satisfactory, in that it does not yield information quickly and 
clearly. The satisfactory set of books must be accurate and 
readily yield all needed information—grinding it out, as it were, 
month by month. For instance, our books should be so systema- 
tized that at the close of the first month’s business of the fiscal 
- year a few hours’ labor will result in a report or reports showing 
all the receipts and expenditures of each and every department 
in the university. These reports should also compare the re- 
ceipts and expenditures with the estimates in the annual budget. 
Each of the general officers of the university should have the 
reports covering all departments; thus they can by a glance 
keep in touch with the financial condition of the whole institu- 
tion. The dean, or executive officer, of each department should 
have a copy of that report referring to his own work. At the 
end of the second month similar reports should be sent out 
showing the total for the first two months of the fiscal year. 
Thus the reports for the twelfth month will be a complete record 
of all the cash transactions of the institution for the year. Re- 
ports of this kind are an invaluable aid. They constitute a safe- 
guard in checking overdrafts on appropriations and misuse of 
funds. A series of these reports, covering several years, fur- 
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nishes many valuable hints in the preparation of annual budgets. 
It costs but little to get out such reports, when once the system 
has been established. Having learned by experience their great 
value, I would never attempt to get along without them. If you 
do not follow this plan, I urge you to give. it a trial. 

I once heard a trustee, noted for his unselfish devotion to 
his university, lament that he could never tell from its published 
reports, or even from its books, whether it was living within 
its income or not. He feared that the annual operating expenses 
were gradually eating into the endowment. This is a frequent 
experience. It is due to the failure of the accounting office to 
distinguish between revenue and expenses, and receipts and pay- 
ments on other accounts. If in our set of books we draw a 
sharp line between revenue and other receipts, and a like dis- 
tinction in reference to expenses, then we can always tell 
whether our institution is living within its income or eating into 
its endowment. It is very easy to do this. Yet the average sys- 
tem of college accounting to which my attention has been called 
breaks down completely at this vital point. 

Our records of assets and liabilities should be so clear and 
so classified that statements can be drawn from them at any 
time, showing how they are being changed by the cash trans- 
actions of a given period. The financial management of a cor- 
poration must continually compare its assets and liabilities of 
to-day with those of a year ago. If we, in college work, are 
to know how our institutions are getting on, we also must 
do this. If our books are in good form the necessary information 
can be gotten out of them quickly and with ease. I once knew 
of a university owning several hundred different pieces of real 
estate worth nearly five million dollars. The total value of this 
land was entered on its books, but there was no real estate sub- 
ledger or any other accurate record of the individual pieces 
which made up the total. Once an unusually diligent clerk made 
up a typewritten statement showing these holdings. For vears 
this was the official record of this great amount of property. 

Our books, our records, our vouchers—all things in our 
business offices, should be kept so that the auditor can work with 
them without undue labor. We trustees, of course, should never 
fail to have our business offices audited. I believe the auditor 
should be a public accountant who is not afraid to criticize and 
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to report bluntly on what he finds. It happens usually that our 
offices are audited by a trustee or a committee of trustees whose 
work is merely perfunctory; this is a dangerous custom. I 
have pleasure, however, at this point, in stating that I know 
of one trustee auditor, working gratuitously, who during the 
past year has examined all the books and records in the business 
office of a large university as carefully, as thoroughly, as skil- 
fully as any paid accountant could have done. But such service 
is rare. These trustee auditors usually examine the payments 
with great care, but if the record of receipts on the cash book 
adds up all right, they assume that it accounts for everything 
and go away satisfied. It is at this point that there is room for 
great danger, for it is so easy not to enter all the receipts; 
hence this system of ours must devise some plan which will 
aid the auditor in finding out if all the money which ought 
to have been received has been entered on the books, and if not, 
the reason why. This can be done almost to a certainty. 

Again, no collecting officer should ever be allowed to receive 
even one cent without giving a receipt for it, and he should be 
required to keep a carbon duplicate of this receipt. These dupli- 
cates will be of great assistance in checking. A careful method 
of daily checking between the office which issues bills for tuition 
and the office where they are paid should be enforced. These 
bills should be made out so that an analysis of tuition receipts 
can be made up showing a proper classification. No collecting 
officer should ever be the disbursing officer. 

Our different colleges and universities do not follow a uni- 
form plan in regard to annual financial reports. Some of the 
wealthiest of them do not publish any, or, at least, do not give 
them general circulation. Others send them to whomsoever 
asks for them. These reports, however, as a rule are uniform 
in one respect, namely: their lack of clearness, and the success 
with which they conceal what they are supposed to make plain. 

President Eliot of Harvard was, [ am told, the first educator 
who gave attention to the business office of his university. Under 
his direction the reports of Harvard University are models. You 
can learn anything you wish to know about the finances of 
Harvard by reading the annual report of its treasurer. Such 
a report showing a long list of investments of endowment funds, 
with the interest earning of this year compared with that of thie 
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preceding year, inspires confidence. The prospective donor who 
reads one of Harvard’s reports will never be afraid to trust 
it with his money. It is good policy to issue full and complete 
reports concealing nothing. We are appealing to the public for 
gifts; we should let the public know how we take care of them. 

It is doubtful if our state governments have any right to 
exercise supervision over the business management of our col- 
leges and universities. This is perhaps unfortunate. Practically 
every university enjoys special privileges from its state govern- 
ment in the form of a greater or less exemption from taxation. 
Even though the state may not have the power to demand it, 
we trustees owe it to ourselves to prove that we are not abusing 
these grants, and that the trust funds which we are collecting 
by virtue of the power conferred by our charters are not stolen 
or mismanaged. The least we can do is to demonstrate to the 
state which has granted us the right to exist, and to the generous 
public whose donations make our existence possible, that we are 
surrounding our business interests with every reasonable safe- 
guard. 





University Investments and Accounting. 


a By WaALLAcE HECKMAN, 
COUNSEL AND BUSINESS MANAGER OF THE UNIVERSI’1Y OF CHICAGO, 


So far as the investments of an institution are in real estate, 
sure to constitute a substantial and increasing part, the account- 
ing,—the system adopted, vigilant attention and comparison,— 
sustains an intimate relation to the investment itself, and is an 
important factor in the ultimate result of advantage or disap- 
pointment. In these accounts the ledger page contains columns 
which will enable the bookkeeper to draw off at any instant a 
statement of the special items entering into the expense account 
for the purposes of comparison with each other and the enforce- 
ment in all of the economies realized in any particular case; for 
instance, items of taxes, insurance, building repairs, heating 
apparatus, machinery, elevators, electric light, water, electrical, 
janitors’ and engineers’ supplies, decorating, sprinkling, hauling 
ashes and garbage, fuel, light, wages of engineers and elevator 
men, and miscellaneous charges. As each item of expenditure 
is audited on the voucher check, it falls into its class and into its 
place on the ledger page, enabling the agent in charge, or busi- 
ness manager, or finance committee, from a glance at the ledger 
or a statement easily drawn from it, to note unusual expenditures 
or unfavorable comparisons of similar items. Similarly the 
rental register shows upon a single page the property, the tenant, 
the rent, the several months, a glance disclosing whether any 
tenant is in arrears. This fragment of the accounting facilitates 
economies, detects waste, prevents arrearage and loss. 

The multitudinous accounts upon the books with registrars, 
colleges, superintendents of commons, ageits, temporary ad- 
vances, University Press, book stores, subsidy books, budgets, 
and the long list of special endowment funds present problems 
peculiar to these institutions. Commercial and mercantile es- 
tablishments desire to know at a glance each day the actual value 
of their plant, their property, equipment, available cash, etc. 
With the institution this is altogether different. Its buildings 
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and grounds, its books, scientific apparatus, and furniture, may 
constitute an aggregate cost of a vast sum. Their realizable 
value might be but a meager fraction of it. This is a matter of 
indifference to the finance committee. A statement each month, 
thereforé, such as banks and business houses make, would have 
no significance or value here. The monthly balance sheet shows 
the permanent investments in the buildings, grounds, books, ap- 
paratus, furniture, and capital used in current assets. Beyond 
this the problem is to show in the briefest and most condensed 
form, and classified so as to make clear the condition of the 
special endowment accounts, the amounts of cash on hand for 
investment or with agents, registrars, managers, and temporary 
advances classified and grouped, investments in the press, labor- 
atory supplies, subsidy books, collections, income accrued, ac- 
counts due and payable—in other words, items of cash and items 
not cash similarly classified and the aggregate shown. Next the 
amount of unexpended budget items listed and aggregated. The 
analysis of the condensed balance sheet divides its items into 
capital items and cash items, by which can be seen at a glance 
the balance of cash, if any, needed at any particular date. 
Then, too, since the institution’s expenditures are provided for by 
budget, it becomes necessary to periodically examine the amount 
of expenditures to a particular date, to see what relation they 
bear to the total expenditure of the year in order to be certain 
that the expenditures do not exceed the budget. This involves 
an examination of the amount of revenue derived and that ex- 
pected for the balance of the year, and comparison made also to 
ascertain whether expenditures in excess of those provided for 
have been made, so that the variation, if any, shall be provided 
for or prevented. 

The services of expert accountants are required to audit these 
intricate and complicated accounts; but in addition to the pre- 
vention of errors or irregularities in any of these various sets of 
books and accounts, he renders the invaluable service of seeing 
to it that the best methods are adopted in the various depart- 
ments ; in addition to this, his clear statement supplements that 
of the university auditor in making plain the financial situation. 

The investment and management of the funds and property 
constituting the endowments of adequate modern educational 
institutions differs in few particulars from the like service in 
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connection with the great insurance, guarantee, and savings 
concerns. To a greater extent than either of the latter, how- 
ever, this investor is indifferent to the quality of quick mer- 
chantability of its assets. If he has advantage over such con- 
cerns, they, as well as the university, have advantages over the 
broker, the merchants, and the ordinary investors in securities. 
The quality of easy and quick realization is so attractive to the 
broker and the temporary and spasmodic investor in stocks and 
bonds, that the bonds of great railway corporations and similar 
concerns which are listed on the great exchanges, the market 
value of which is daily published in the newspapers and bul- 
letins, is such as to enhance their value, and therefore to reduce 
the income upon them to three and one-half, or even three per 
cent., a rate which would require a vast endowment for an or- 
dinary institution. The contingencies of business, the equip- 
ment for speculations or emergencies of trade, do not exist in 
the case of the university. The security must be unquestion- 
ably adequate and of a permanent character. The particular 
holding may be large in amount or may extend for a long period. 
The university investor adopts the policy of offering consider- 
able sums in single holdings for long periods of time at the low- 
est possible expense to the borrower, but securing the higher rate 
of interest accorded to this class of investments. Even then he 
finds himself compelled to carry considerable sums in railway 
. and other bonds. It may be to keep his funds invested, since 
these are always to be had at the market rate, but, in the second 
place, for the purpose of having on hand convertible funds with 
which to take advantage of opportunities for securing invest- 
ments particularly adapted to his need, since if he sifts and in- 
vests carefully, from every standpoint covering the long period 
of time the investment is to run, those which will pass his tests 
are not at all times to be had. 

Even in the general class above indicated the policy of the 
institution will be likely to discriminate along cautious lines, and 
confine itself within well-considered limits which observation 
and experience, more or less serious, have established. 

Agricultural lands have been found to constitute one of the 
safe securities, although requiring the exercise of expert knowl- 
edge and economy. The placing of these investments, collection 
of interest, supervision, and, if necessary, foreclosure, suggests 
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allotments to restricted predetermined territories. Structural 
farm improvements, while, valued highly by the owners, the 
lender largely ignores, since the long-term loan makes difficult 
the guarantee of their maintenance and responsibility for insur- 
ance, and the detail involved in it deprives the latter of any 
special interest. On the other hand, in loans in cities vacant 
land is often wholly discarded by the university investor as 
too speculative in character. Here the structural improve- 
ment and the strategic location constitute the substantial factor. 
In the determination of the latter qualities, the nicest dis- 
crimination and the keenest farsightedness are required in 
the placing of the substantial sums loaned, since the active 
city, which is the one he seeks, is constantly changing its 
center of trade by the trend of new improvements, by the 
recasting of municipal transportation by mere growth itself. 
breaking away from old locations considered to be the com- 
mercial centers permanently established. This constant men- 
ace of unrest is such as to require the constant vigilance of the 
investor in mortgages or in fees, and even courage at times to 
part with property at a loss, which insidious changes are evi- 
dently reducing in value and must continue to reduce. The 
policy of secondary regard to farm improvements on one hand, 
and special attention to buildings and location in the city invest- 
ments, rests on the same reasoning. The substantial value in the 
former is the soil, in the latter the structural improvement in the 
commercial, mercantile and manufacturing center, each yielding 
a revenue of comparatively slight variability, each able to be 
relied on, even in adverse periods, to produce a substantial reve- 
nue; neither, if the location and value is prudently estimated, 
will, under any circumstances which could reasonably be antici- 
pated, fall below the interest charge so that the improvement is 
not likely to be forced to a foreclosure; and yet if that contin- 
gency shall happen, there will still be revenue so necessary to 
maintain the budgets of these institutions during the periods of 
subsidence in values, adding thereby also to the ultimate realiza- 
tion when normal conditions return. To some investors the 
profits accruing from foreclosures of loans, which occur with 
almost periodical regularity, have attractions, and fortunes have 
indeed been made and other fortunes largely increased by this 
feature of that class of investments ; but such as adopt it are more 
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likely to succeed in it in the more speculative class of loans, 
namely, on unimproved property or improved property not of the 
first order, and therefore subject tc the full effect of depressions. 
The policy of deriving profit through foreclosures has little if 
any attraction for a university. 

If mistakes shall happen to be made, excessive loans placed 
or inferior property acquired by foreclosure, it goes without 
saying that sentiment in this particular as to what the property 
cost the institution, or what value the donor placed upon it, 
should have no weight. Indeed, the consideration of sentiment 
should have no place in connection with these investments, ex- 
cept to preclude loans to members of faculties, or officers, or 
trustees, or possibly alumni where sentiment might later interfere 
with the course to be pursued if the investment shall prove 
unfortunate, and for the additional reason that such loans are 
likely to be extended from time to time too easily and until the 
latter event is at hand. 

Prudence will probably suggest a division of investments into 
real estate fees, loans and bonds. Stocks afe regarded, with 
undoubted wisdom, as of too speculative a character, although 
some preferred stocks sustain to the property practically the 
relation of bonds. 

While the increase in the volume of currency is going on, 
50 per cent. being added to it within a period of ten years, that 
is, from $21 per capita to $32, while the volume of gold is being 
added to by the enormous output of our own West, South Af- 
rica and Klondike, and the industries incident to this and to agri- 
cultural prosperity—so great as to double the price of our corn 
belt lands as well as that large, fertile tract paralleling it at the 
north, devoted to more diversified pursuits and products—the in- 
come on the bonds, mortgages and secured fees is steadfastly di- 
minishing, and that, too, in the face of the admission, on all hands, 
that the salaries of the staffs of these institutions, instead of being 
reduced, ought to be, and must in mere justice to the importance 
of their work to the community, the increased demands con- 
stantly being made on them for added qualifications, be supple- 
mented by the provision of better and larger equipments and 
more books and library facilities, in addition to which a careful 
study of the entire situation discloses, not as a benevolence aside 
from the university’s educational purpose, but as an imminent 
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and pressing necessity in the execution of that purpose, a studied 
and wisely devised system of pensions. 

The income for all this from a rapidly falling rate on the 
ordinary listed securities, whose attractive quality is their quick 
merchantability, forces us to make the most of any particular 
advantage we can fairly claim, and suggests aggressive activity 
on the part of friends of education to see to it that these advant- 
ages are availed of. For instance, every facility, it would seem, 
ought to be afforded by counties, cities and school districts to 
educational institutions to secure county, city and school bonds. 
The number of trustees of these institutions are almost necessa- 
rily small, and generally those must be chosen who reside con- 
veniently near the institution to attend the meetings of the board, 
but committees of men of the highest standing in the communities 
ought to be secured who could without undue sacrifice of time 
render the important service to these institutions of seeing to it 
that these institutions so eminently important to all have every 
advantage accorded to any in securing these public and other 
appropriate choice investments to which their relation to the pub- 
lic entitles them. For all these loyal and useful ends I should like 
to suggest the inquiry, whether the time has not arrived when our 
universities should join in some form of cooperation, or the 
establishment of a central organization, for the purpose of acquir- 
ing, through the most expert and best devised courses and meth- 
ods, those securities which by their character, their safety, and 
income are adapted to our needs, and in this larger way secure 
safety of rate, impossible in any diverse piecemeal and smaller 
way—a clearing house, if you please, for choice, large, long time 
investments where an institution can secure these with the best 
guaranties, and, on the other hand, needing to cash them for 
building or other purposes, in turn dispose of them to like insti- 
tutions needing the investment. 

Some there will be always among business men who recognize 
that money getting is an incident, and not an end, and men of 
wealth who are not satisfied with the idle, conventional display 
of it, earnestly devoted to the cause of education and alive to its 
importance, who consider that their best service will be to pursue 
with undivided aim,—acquisition, and in the end, through gifts or 
final bequest, give evidence of this larger purpose. But there 
are others among the foremost of our great merchants, manu-~ 
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facturers and financiers, builders of fortunes, particularly those 
who have had universities advantages and consequent university 
ideals, and the number is increasing as educational advantages 
increase, who regard these matters as worthy of their best atten- 
tion, a field of the very highest usefulness, particularly under our 
form of society and system of government, who regard it as 
broadening their horizons and as adding to their own lives a most 
wholesome and enjoyable interest, who are willing to devote, and 
who do steadfastly devote, a substantial fraction of their time to 
it, who attend the monthly meetings of boards of trustees with 
the scrupulous regularity and exactitude with which they keep 
their business engagements in their great commercial and mer- 
cantile concerns, their banks and trust companies, and bring to 
bear therein the same ability, vigilance and industry which have 
made them important and their own enterprises successful. 

A central committee of the best of these strong, experienced 
men from each university board, or constituting a central organ- 
ization the instrument of the universities represented, ought to 
give to all the advantages possessed by any one and the ability 
for service of each multiplied by the weight of the combination. 
A compact body of such men could work out, execute, and main- 
tain policies of incalculable advantage in the conduct of this busi- 
ness now grown by the aggregate of university endowments and 
the twenty millions lately devoted to general college and univer- 
sity uses on lines so convincingly well conceived as to be sure to 
attract other large, similar donations, grown to proportions here- 
tofore unthought of and of an intimate public interest second to 
none. To this central committee or organization the active non- 
resident committee before mentioned could be in correspond- 
ence, and render that distinct and special service which their 
influence in their widely separated localities would command. 

While these strong bodies of men of disciplined intelligence 
in the educational departments of our institutions are intently 
pursuing their interesting and varied work, extending in new 
directions, retreating from experimental back to methods tested 
by experience, inspiring activity in their diversified departments 
of research, and in the examination, enjoyment and creation 
of literatures, studies, arts, sciences, bestowing upon the throng 
of youth who come and go the priceless possession of “a knowl- 
edge of the utilities, the amenities and the consolations of books,” 
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it is, and must always be, the gratification of other men to 
see to it that this noble and enjoyable work has the full support 
which the funds bestowed by unselfish and far sighted donors 
can afford. 

The spirited teams of potent millions harnessed by generous 
men and women to endowed education and research, the foremost 
vehicle in the triumphal procession of enlightened achievement, 
ought to be encouraged, urged even, to the exercise of their 
full strength, guided by a far sighted vigilance which shall foil, 
surprise and avert disaster, and hold them steadfast to their 
perpetual service by a conservatism whose grip is not to be 
unclinched. 
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EDITORIAL. 


The Public Accountant and Publicity. 


President Roosevelt has announced that he proposes to 
bring about the enactment of legislation which will provide for 
complete publicity of the accounts of all corporations doing an 
interstate business. He has made specific mention of railway 
corporations, and has advised that the services of men qualified, 
as are professional accountants, should be placed at the disposal 
of the Interstate Commerce Commission for the regular audit 
of the books of railway corporations. The insurance disclosures 
have quickened the agitation for more thorough inspection of the 
affairs of these corporations, and the system of bank examina- 
tions has been called sharply in question by the Comptroller of 
the Currency, who advocates the payment of salaries that will 
attract competent men. 

Publicity of accounts is in the air, and a general demand 
exists that the Congress and state legislatures shall pass laws 
compelling corporations of the class mentioned to open their 
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books to the inspection of disinterested examiners. Accountants 
everywhere should unite to further this movement. A general 
acceptance of the principle of publicity will place the accounting 
profession on a high plane of usefulness and public esteem. 

The time is also ripe for an agitation in favor of private 
publicity—that is, for the rendering by corporations of complete 
reports of their financial condition to their stockholders and the 
certification of such reports by independent public accountants. 
The enactment of such legislation would seriously interfere with 
the predatory activities of the company promoter. The interests 
of the investor demand that he be given full information con- 
cerning the affairs of the companies whose securities he owns. 

A bill providing for the compulsory audit by certified public 
accountants of all corporations doing business in the state was 
introduced last winter in the Pennsylvania Legislature. The 
measure did not receive general support among the accountants ; 
they not only considered its provisions too drastic and sweeping, 
but also feared that its passage would throw a burden upon 
them, which, on account of their limited numbers, they would 
be unable to carry. It was generally admitted that the principle 
of the bill was sound, but as a matter of practical expediency 
the majority of the Pennsylvania Institute did not favor it. 
Such legislation, however, is certain to be enacted within a few 
years. In no other way can officers and directors be so rigidly 
held to strict accountability as by compelling them to place 
every year before the stockholders a complete account of their 
stewardship. Many large corporations already do this. Rail- 
way reports are tolerably complete, and the reports of a few 
industrial corporations—the United States Steel Corporation 
being conspicuous among the number—leave little to be desired 
in respect to the completeness of the information which they 
furnish. As a general proposition, however, publicity among 
industrial corporations does not exist and the general lack of 
uniformity in the published accounts of railway corporations 
seriously impairs their value. 

The public accountant is fitted by his education and experi- 
ence to render a most important service to the community in 
connection with the publicity of corporation accounts. Members 
of the profession will undoubtedly be called upon to an increas- 
ing extent to act in the capacity of public auditors. 
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Outside Accountants in New York. 


An important question is raised by the proposal recently 
brought before the New York State Society, and to be decided 
at their December meeting, to admit to full membership in the 
society all public accountants holding certificates from other 
states who have a residence or a place of business in this state. 

_ New York is the center of the nation’s financial and com- 
mercial activity. No matter where a business enterprise is to 
be carried on, if it reaches the first rank of importance, it is 
certain to form New York connections. The railroads and the 
larger industrial corporations have their principal offices in 
this city. The eyes of industrial America are constantly fixed 
upon New York. The preeminence of New York is recognized 
by the accountants of other states whose engagements, as their 
practise increases, leads them inevitably to the metropolis. Pub- 
lic accountants holding certificates of practise from other states 
have either their main or branch offices here. The number of 
these outside accountants practising in New York, while not as 
yet large, is certain to increase. 

The professional standing of these outside accountants is any- 
thing but satisfactory. They do not receive full recognition as 
members of the profession here, but practise, as it were, on 
sufferance, placing the name of the state granting their certifi- 
cate after their professional title. The law of the State makes 
it a misdemeanor for any person to assume the title of “ Certified 
Public Accountant ” or to make use of the letters C. P. A. within 
the State of New York, unless he holds a certificate issued to 
him by the Regents of the State University. It was the opinion 
of counsel, to whom the matter was submitted, that this provision 
of the law cannot be enforced, and all the alien C. P. A.’s at 
present disregard it. Evidently, however, their status is unsatis- 
factory and the proposal to admit them to full membership in 
the New York State Society is therefore brought forward. 

THE JourNAL believes that the New York State Society 
will not only strengthen itself by accepting this amendment 
to their by-laws, but will advance the interests of the accounting 
profession throughout the United States. They have, in our 
judgment, absolutely nothing to gain by pursuing a policy of 
exclusion. The outside accountants are here, and they will re- 
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main here. They are closely identified with the local interests 
of the profession. For all practical purposes they are New 
York accountants. Why, then, should they not be formally 
admitted to membership in the profession in this city? Further- 
more there are weighty reasons which should influence the 
New York State Society to admit outside accountants to mem- 
bership. Aside from the elevation of the standing and influence 
of the profession which is certain to result from such an 
increase in the membership of the local association, it is to be 
expected that other states will follow the example of New York 
to the profit of New York accountants, and there is the further, 
and most important advantage, that the New York Society 
would then be able to exercise full control over every certified 
member of the profession in this city, which at present, in 
the case of outside accountants it cannot do. 


A Codification of Accountancy Ethics. 


Every profession should have a code of professional conduct 
to which its members are required to conform. All accountancy 
legislation in the United States provides for the revocation of the 
certificate for unprofessional conduct. There has been, however, 
so far as we are aware, no attempt to codify the rules which 
should govern the relations of accountants to each other and to 
their clients. 

It is of interest to note that a bill introduced by the Gov- 
ernment of Tasmania into Parliament for the regulation of the 
profession of accountancy in that colony mentions certain actions 
which are regarded as professional misconduct on the account 
of practising accountants, and which should render them liable 
to fines, suspension, or expulsion. The bill, which is reviewed 
at length in The Accountant, refers to nine specific offenses 
as follows: 


1. Allowing any person, other than a partner, not a member 
of the Institute, to practise in the member’s name. 

2. Allowing any person, not being a partner, to participate 
in the profits of the profession, or directly or indirectly accepting 
any share of the profits, from the professional work of any 
solicitor, broker, auctioneer, or any other principal or agent. 
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3. Signing any statements, etc., respecting accountancy work, 
which shall not have been carried on under his personal super- 


vision and direction. : 
4. Giving directly or indirectly any consideration for intro- 


duction of work. 

5. Improperly obtaining or attempting to obtain any work. 

6. Performing any accountancy work in any matter the sub- 
ject of dispute upon the condition that payment be subject to 
the success of the party employing him. 

7. Conducting himself dishonorably. 

8. Wilfully refusing to perform any order lawfully adopted 
by the Institute regarding any point of professional practise. 

g. Engaging in any practises or performing any acts such as 
those prohibited in the foregoing section. 

Of these alleged offenses the second, third, fourth and sixth 
are of peculiar interest to American accountants. We agree 
with the London Accountant that a general prohibition against 
allowing any person not a partner in an accounting firm to 
participate directly or indirectly in the profits is too sweeping. 
The most important qualification should, in our judgment, be 
that assistants and clerks in accountants’ offices should be cred- 
ited with a share in the fees derived from any work in which 
they are instrumental in introducing. It is, indeed, in the highest 
degree unprofessional for an accountant to employ the services 
of a solicitor who has no professional standing, and whose 
methods of getting business are almost certain to fall under 
‘suspicion. But the assistants in his own office might, without 
violating professional ethics, be allowed a reasonable share in 
the profits of any engagement which they are primarily responsi- 
ble for securing. 

The prohibition against an accountant signing any statement 
respecting the work which shall not have been carried on under 
his own personal supervision and direction touches a matter 
which is in dispute in the United States. Accounting firms 
with two or three members, at certain times of the year, may 
have a large number of audits going on simultaneously. While 
they are able to give general direction to the work of their as- 
sistants who are in personal charge of these audits, it is often 
impossible for them to scrutinize their work closely. For the 
average accountant whose employment has outgrown his indi- 
vidual capacity it is unavoidable that he should place much re- 
liance in the discretion of his subordinates and should in many 
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cases certify to results of whose correctness he is certain only 
because of his confidence in the accuracy of his assistant. On 
the other hand, there can be no question that the profession 
is frequently brought into disrepute by the certification of reports 
by principals, into which, as a result of the carelessness or in- 
experience of subordinates, serious errors have found their way. 
It is this evil which the government of Tasmania aims to remove 
by requiring that every accountant should personally supervise 
all work which is done by his office. We would suggest that 
the same end could be better served in the United States by 
making every accountant financially responsible for the accuracy 
of his reports and investigations, leaving to his discretion, how- 
ever, the amount of supervision which he shall exercise over 
the work of his subordinates. 

The payment of commissions to outsiders on the introduction 
of work is, of course, entirely improper, and the same condemna- 
tion must be visited upon the practise of taking contingent fees. 
The accountant is a witness and investigator; he is not an ad- 
vocate or negotiator. The attorney, whose duty it is to protect 
and advance the interest of his client by every lawful method, 
may undertake work for a contingent fee; whereas the account- 
ant, whose reputation does not depend upon winning a case 
but upon the truthfulness of his reports, must not allow his pro- 
fessional integrity to be impugned by becoming a participant 
in the profits of any cause or undertaking whose accounts are 
brought under his investigation. We do not believe that in- 
stances of either of these practises are often met with in the 
United States, but in any codification of the ethics of American 
accountancy these prohibitions should have place. 


Consulting Practice Among Accountants. 


It is exceptional to find a physician or a lawyer who is 
willing to attempt a difficult case or an obscure diagnosis with- 
out calling to his assistance other members of his profession 
in whose judgment he has confidence. Especially do young 
professional men resort to this method of supplementing their 
own inexperience, and avoiding the disastrous blunders into 
which without the counsel of their elders they would inevitably 
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fall. The consulting reiations established in the older profes- 
sions are a potent factor in increasing their services to the com- 
munity, and in raising the respect in which they are held. The 
fees for consultation are well established, and clients are usually 
willing to pay them in return for the assurance of safety and 
accuracy which the combined judgment of several practitioners 
offers. 

Although fully developed in the older professions, consulting 
practise in accounting is still in a formative stage. Such as- 
sistance as is given by the older accountants to their colleagues 
is usually gratuitous and, therefore, seldom reaches the largest 
usefulness. Moreover, many accountants regard ti ‘r calling 
as a competitive business and are reluctant to open the materials 
of their investigations to colleagues who may on future oc- 
casions use the information to their disadvantage. They hesitate, 
also, to admit to the client that they are not fully equal to 
the situation. As a result, there is a general lack of cooperation 
among accountants, and numerous mistakes are the result. Par- 
ticularly is this the case when young and inexperienced ac- 
countants attempt tasks beyond their powers. 

In the interest of the advancement of the profession we 


hope that the near future will witness the abandonment of the 
individualistic attitude among accountants, and the development 
of a system of professional cooperation through consultation, 
‘which shall place the knowledge and experience of the older 
accountants, in return for proper consulting fees, at the service 
of the entire profession. 


Accountants and Life Insurance. 


Mr. Gage Tarbell, of the Equitable Life Assurance Society, 
in his testimony before the Armstrong committee, suggested 
several reforms in which accountants take especial interest. He 
recommended complete publicity of the affairs of life insurance 
companies, and as perfect a system of accounts as can be 
devised; also a law making it the duty of the superintendent of 
insurance thoroughly to audit the books of all life insurance com- 
panies. 

Accountants will welcome the suggestion that accounts should 
be properly kept and expenditures charged to appropriate divi- 
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sions, with a profit and loss account detailing the actual trans- 
actions. They would, however, also have welcomed a sugges- 
tion from Mr. Tarbell that public accountants be employed to 
make periodical audits of the accounts of all life insurance com- 
panies. His suggestion that a law be passed making it the duty 
of the superintendent of insurance to audit the books of life 
insurance companies is inadequate. The state insurance depart- 
ment has proved itself in the past incompetent to make a thor- 
ough audit. For this thorough auditors are obviously necessary. 
A mere law cannot make the superintendent or his staff thorough 
auditors or efficient accountants. 

Under our form of government it is not possible to get a 
satisfactory audit on behalf of a state or the Federal government 
unless independent auditors are employed. Despite the growing 
strength of civil service reform there is too much politics in all 
appointments. Many political appointees spend more time mak- 
ing themselves solid with the administration than they do in the 
execution of their duties. This seems a rather broad assertion, 
but its truth is proved by the comparatively small returns realized 
from the expenditure of the government funds. There is a cer- 
tain amount of political bias in every undertaking. The insur- 
ance companies, in spite of all that can be done to prevent it, 
will always be more or less under the influence of the party in 
power. 

Most important of all, at the prices the state is willing to pay, 
it is not possible to get into the public employ the services of 
efficient public accountants. We do not mean to imply that all 
men now holding public office are inefficient; what we do mean 
is that the best effort of the profession of public accountancy is 
now called into requisition by the auditing demands of the busi- 
ness corporations of the country, and therefore it cannot be 
expected that the profession will allow itself to be absorbed by 
state organizations at a compensation much less than they are 
now making in their professional duties. ' 

In the opinion of THE JouRNAL complete publicity is essen- 
tial in order to safeguard the thorough responsibility of life 
insurance administration. Whether all corporations should be 
required to submit their books to the scrutiny of public account- 
ants is a question open to debate. But life insurance companies, 
on account of the important fiduciary character of their trust, 
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on account of their vital relation to the well being of the whole 
people, certainly belong in the same category as the commercial 
bank and saving institution, and should be required to submit 
to even a greater degree of publicity. That a satisfactory exami- 
nation of the accounts of a life insurance company can be made 
only by a disinterested public accountant is a proposition not open 
to debate. All the state has to do is to see to it that the profes- 
sion of public accountancy is properly safeguarded. Then the 
responsibility for publicity will rest upon the corporation itself. 


The article on “ The Business Man of the Army,” which is 
printed in this number, is written by an officer of the regular army who- 
has had a long experience in the work which he describes, having been 
post quartermaster and also construction quartermaster at one of the 
largest posts in this country and also in the eee, He is at present 
building a large post on one of the islands. 


The business officers of universities will be interested in the 
articles printed in this issue on the subject of university accounts. Econ- 
omy is necessarily an important word with boards of university trustees. 
Accountants, therefore, must not rest with showing how the accounts can: 
be properly kept; they must also show how it can be done cheaply. 


Opposed to Outside Members at Present. 


New York, November 25, 1905. 


To tHe Eprrors: The proposed change in the by-laws of the New 
York State Society of Certified Public Accountants, which if adopted will 
extend the membership of this society to certified public accountants- 
throughout the United States, is a change which claims the closest con- 
sideration of the members of the Society. The writer desires to go on 
record as being at the present moment opposed to the change as sug- 
gested. One of the reasons is that the New York State Society of ' 
Certified Public Accountants does not to-day, include on its membership 
list, more than 40 per cent. of the certified public accountants of the 
state, and inasmuch as a determined effort is now being made to increase 
this membership, it appears to me that it would be wise to postpone the 
consideration of this question, until such. time as a greater number of 
certified public accountants of the State of New York may properly~ 
register their vote thereon. 
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If the New York State Society includes in its membership certified 
public accountants of other states, it would appear to me that the power 
of the society is much weakened. In the present condition of the pro- 
fession, we can only seek state legislative recognition, and the New York 
State Society must necessarily look to New York State for any benefits. 
which it is to obtain for the profession; it therefore must go before the 
New York public as a society composed of certified public accountants. 
of this state. We certainly cannot appear before the committees on 
legislation at Albany as a society, urging the adoption of certain legisla- 
tion, which may be for the benefit of only some of our members. And 
this is just what may happen, in the event of our requesting legislation, 
which will grant certain rights, privileges or exemptions to the certified 
public accountants of the State of New York. We cannot ask such rights, 
privileges or exemptions for certified public accountants of other states, 
as it is questionable as to the certified public accountants of other states 
having any legal recognition in the State of New York. 

Having the foregoing in mind, would not the admission of certified 
public accountants of other states at once create dissension in the New 
York State Society? How would the members from other states vote 
upon questions which might influence their exclusion from certain privi- 
leges? The “other state” members would join with us in requesting 
exemption from jury duty, because they, as citizens of other states, are 
not subject to jury duty here; but let us propose the enactment of a 
law which specifies that all statements of corporations which are pub- 
lished in this state, shall first be certified by a certified public accountant 
of the State of New York! Can you imagine the possibility of the “ other 
state” members of the New York State Society at once caucusing for 
the purpose of defeating any such proposition, and can you also imagine 
that any New York State C. P. A.’s who are in the employ of “ other 
state” C. P. A.’s will at once perceive the vital importance of voting 
against this measure? 

The question arises, when a man receives his certificate as a certified 
public accountant from the Regents of the University of the State of 
New York, has he received an educational degree? Do the facts of 
his having had a preliminary education equivalent to forty-eight Regents” 
counts, of his being required to pass a technical examination which is 
conducted under the supervision of able men in this walk of life, of there 
being a school in one of the great universities of the state, which school 
is in part devoted to the instruction of his calling, and of there being 
other schools devoted to this same subject—do all these facts warrant 
his claiming an educational degree? The profession of accountancy in 
this country is yet in its infancy, and when the New York State Society 
of Certified Public Accountants perceived the necessity for a school, and 
through the New York University accomplished the establishment of 
the School of Commerce, Accounts and Finance, did not the New York 
. State Society then have in mind the desirability of putting the profession 

of the certified public accountant upon a firm educational basis? If the 
New York State Society is to continue to endeavor in the direction of 
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the advancement of the profession, it must be able as a unit, to vote and 
work for the advancement of the certified public accountant of the State 
of New York, regardless of the consequence to the certified public account- 
ant of other states, and always working upon the basis of the educational 
and other qualifications of the New York men. 

The New York men should not be considered as avoiding affiliation 
with the accountants of other states; on the contrary the fact of their 
having become members of the American Association of Public Account- 
ants shows that they are willing to become a part of any movement 
which is in the direction of the betterment of the profession. It is, how- 
ever, firmly my opinion that the New York State Society should at the 
present moment be composed entirely of men whose claim for privileges 
or consideration, is based entirely upon such claims as may be advanced 
for the certified public accountant as he is now known in the State of 


New York. 
New York C. P. A. 


It is proposed to amend Section III. of the by-laws of the New York 
State Society of Certified Public Accountants by adding thereto the 
following paragraph: 

Any person holding a certified public accountant certificate under 
the laws of any state other than New York, and who is in the active 
practice of his profession as a public accountant, and who resides or has 
a place of business in the State of New York, may become a member of 
this society. 

Section III., qualifications for membership, including the proposed 
change would then read: 

Any person holding a certificate from the University of the State of 
New York as a certified public accountant in good standing may become 
a member of this society. 

Any person holding a certified von accountant certificate under 
‘the laws of any state other than New York, and who is in the active prac- 
tise of his profession as a public accountant, and who resides or has a 
place of business in the State of New York, may become a member of 
this society. 

The application of any person desirous of becoming a member must be 
approved in writing by a majority of the committee on admissions, and 
such person may then be admitted by a majority vote of the board of 
directors at any meeting. 

These amendments are to be acted on at the December meeting of 
the society. 





The Accountant and Appraisals. 


SEATTLE, WASHINGTON, November 25, 1905. 
Tue Eprrors, “ THe JourNAL or ACCOUNTANCY.” 
Gentlemen :— 
In his instructive paper on “Duties and Responsibilities,’ published 
in the November JournaL, Mr. Dickinson calls attention to the necessity 
of stating, in certificates as to profits, whether or no full provision for 
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depreciation and accruing renewals has or has not been made, and goes 
on to mention some reasons why this principle is perhaps one of the 
most difficult matters to determine in practice. 

A difficulty which, it has often seemed to me, is perhaps even more 
serious than those stated by Mr. Dickinson, is that no accountant, however 
versatile, can possibly be possessed of the technical knowledge which will 
enable him to decide in all cases whether depreciation has or has not been 
sufficiently provided for, or, in other words, to say whether or not the 
figures at which the physical assets stand on the books at the closing date 
of his examination represent actual values. 

The foregoing is intended to lead to the suggestion that in cases of 
the special character dealt with by Mr. Dickinson, as well as in audit of 
industrial concerns of any magnitude, an appraisement by competent and 
independent technical experts is a great help to the accountant, and that 
the making of such an appraisal might with good reason be urged by 
the accountant upon his clients. In an examination covering a period of 
years the accountant, with the appraisal as a guide, would be enabled to 
check or calculate depreciation charges for past fiscal periods with some 
approach to accuracy, and to certify present values without peril or perjury, 
while in an audit he would be able, with some show of reason, to suggest 
emendations of book figures with the object of having the latter brought 
into line with appraised values. The utility of an appraisal to proprietors 
and to prospective purchasers, particularly where records are defective or 
unsystematic, is, aside from questions of account, fairly obvious. 

I make no plea for the shirking by the profession of its legitimate 
responsibilities, but the accountant’s troubles in connection with examina- 
tions for sale purposes are, as a rule, sufficiently great, apart from the 
determination of technical questions which lie outside the scope of his 
knowledge and experience. 

Yours faithfully, 
E. G. SHorrock. 








Book Department. 


GOVERNMENT REGULATION OF RAILWAY RATES. By Hugo R. 
Meyer, Assistant Professor of Political Economy in the University 
of Chicago. Pp. 486. Macmillan Co., New York: 1905. 


At last some one has written a book about freight rates, which js a 
study of detailed facts, not of general conditions ard theories. From 
most reviews of transportation problems, including even Presideni Hadley's 
standard volume, we carry away the impression that the authors have 
been at work up in the air, that however brilliant the superstructure of 
reasoning may be, the groundwork o* facts is flimsy. 


Dr. Mever’s book. on the other hand, is crammed. and iv places almost 
choked, with facts and statistics and age‘n more jiacis. Ever ii nothing 
better could be said of it, it could we'! be praised as a valuabic mine of 
knowledge about the world’s freight raies. 

At the very outset Dr. Meyer admits frank!; that he writes for a 
purpose, namely to oppose the movement to ‘enac‘ ‘!!-considered iaws 
granting dangerousiy enlarged power to the Intersiate- Commerce Com- 
mission’; and on every page his bias againsi anv form o° zovernmental 
regulation is strongly in evidence. The bool-. indeed, shou'd aoi be 
regarded as a judicial review of the present siiuation at al!, but as a 
controversial argument. Judged from that standpo'e: it musi be called 
a success. Dr. Meyer not only combats the current ai'egaiions that 
railroad rate-making is grossly unfair and extortionaie, bui carries the 
war vigorously into the enemy's country with his exposure o! the uni- 
versal inefficiency of government-named rates and his caustic criticism 
of the record of the Interstate Commerce Commission. Whoever 
attempts honestly to meet this attack on governmenta! interference, sup- 
ported as it is by the continual citation of specific cases, wili have to go 
deeper into the railroad problem than any one before Dr. Meyer has 
gone. : 

The argument is in two parts: Part I. describes with considerable 
detail the transportation systems of European countries and of Australia 
and points out their effects. Here the author is at his best. The deadly 
influence of sectional jealousies, political necessities and, worst of all, 
bureaucratic stupidity on rate-making and through rate-imaking on incus- 
try in all these countries is very forcibly demonstrated. Part IJ. deals 
with the situation in the United States. First come four chapters which 
recount and extol American traffic principies ia much ihe same siy’e that 
the paid railroad advocates usually acept. Following are ave chapters, 
which constitute together one long, hoi and convincing “ roast” of the 
Interstate Commerce Commission. At ‘is close the careful reader will 
probably feel driven to accept Dr. Meyer’s dictum that the Commission 
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has given out decisions and orders which were “founded on nothing 
more than some fantastic theory invented for the occasion and in conflict 
with the established law oi our country and the genius of our institu- 
tions” (p. 246). 

On the whole, it is safe to say that this is the most thorough and 
virile discussion of the railroad rate probiem beiore the pubic. But 
that statement does not imp!y that we are bound to accept ali the con- 
clusions. With the destructive ccivc’sm ic is hard to disagree. Dr. Mever 
disbetieves absolittely ia Iwreercradc "evuniion and inciudes the epera- 
tions of the iuiersiate Commerce Commission iv thee term; and or both 
points he cleativ maxes oxi hs case. 

la reviewing rai:coad practiz. hov ever, his hias appears cons'derably 
to outrun his ‘sdymen’. Te con be se. Cown as ecovratan vbet urw'ss dis- 
criminaiions have exisiec anc ave mot vet Coed Daveriiism to certain 
; he © eniiag of repaiss. as in 


3 
indusitices siiil shows ise)” ne. so mytcn [Pp 
the eu°ss meni of puiishee caces. Movesver, ibe ralcnacs nave shown 
thenmise’yes qulc facanab’e of her leg such wuccripiciogs as ihe acoption 
of a iifiiform ciassificaiion or the sitperv'sior of term nel charges. In 
view of chese devects and oiers as gota, ovr siutaicon can hardly be 
calied as sadssaciory as Dr. Meyer woul mae out. Si is irue that we 
will hard!s Go weil to irusi for a remevy :o a comm'ssior co. we.!-meaning, 
bui wholly uni tawver poliivlans. T.ct suppese we get some gen-tine, 
brainy waffic experis tito Uke government service. is i: mow possible at 
leasi thai they may be able io cure, and siiil noi kil"? 

W. H. Loucu, Jr. 


“TRUSTS, POOLS AND CCRPORATIONS.” Edited by Wiliam Z. 

Rip'e:. Prefessor of Economics, Harvard University. Pp. 473. Ginn 

& Company, Boston: 1905. 

The volume represents a successfvl attempt to apply to the teaching of 
finance the “ case system,” now generally adopted by the best law schools. 
There is a considerable amount of literature dealing in a general way 
with the subiects included in this volume, but Professor Ripley has 
started from the supposition that none of this literature presents detailed 
concrete material to which the student could apply general principles 
of judgment. In short, the editor has aimed in the preparation of this 
book to assemble a series of detailed financial and accounting subjects 
which shou!d serve as the basis of laboratory work in these subjects. 

Professor Ripley is to be congratulated upon the preparation of a 
most interesting aud useful book. The arrangement of the material 
corresponds to the chronological development of the industrial com- 
bination. The eariv form of pooling agreements is illustrated by a 
study of “The Mich'zan Salt Association” by Professor J. W. Jenks. 
This is followed by a study of the second form of combination, by the 
same author, in “ The Development of the Whisky Trust.” The pool is 
still quiie extensively employed as a means of regulating prices, and 
Professor Ripley illustrates the later form of the pool by a study of 
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“The Wire-nail Association of 1895-6,” by Charles E. Edgerton, and by 
a study of “Industrial Pooling Agreements,” by Wallance E. Belcher, 
and by the argument of former Assistant Attorney General E. B. Whit- 
ney, in the case of the United States vs. the Addyston Pipe Company, 
the pool which was broken up by the intervention of the federal govern- 
ment. 

The final stage in the development of industrial combination is the 
so-called trust or holding company. The earlier business devices, cal- 
culated to restrain competition, were devised and operated by the men 
who were active in the industries affected. The trusts, however, have 
been put together by promoters for the purpose of selling their securities 
to the public, and the first question which they raise is the question of 
capitalization. The principles which have governed the capitalization of 
the trusts are illustrated by an article on “The Capitalization of the 
International Mercantile Marine’ Company,” by E. S. Meade, and the 
proper basis of capitalization is discussed by William Z. Ripley in “ The 
Capitalization of Public-service Corporations.” Overcapitalization in 
some cases necessitated financial reorganization in order to market the 
securities found unsalable in their original form. The most famous illus- 
tration of this is the United States Steel Corporation’s bond conversion, 
which is discussed in two papers, the first by E. S. Meade and the sec- 
ond by William Z. Ripley. 

Many of the industrials have during the last three years fallen upon 
evil days, and have been compelled to reorganize and in some cases to 
dissolve. Perhaps the most notorious failure among these mushroom 
corporations is that of the United States Shipbuilding Company, and the 
history of its downfall is told in the report of the Receiver, Hon. James 
Smith, Jr. As has been already remarked the industrial combinations 
were put together by promoters for the purpose of sale, and the profits 
‘which were taken from these transactions were in many instances ex- 
cessive and unlawful. “The Promoters’ Liability for Unrevealed Profits” 
is discussed by Henry Tatnall, receiver of the Asphalt Company of 
America, in his report as receiver to the United States Circuit Court of 
Appeals. 

The legal status of the trade combinations is considered in three 
papers: “ Trade Combinations at Common Law,” by Professor Frank 
J. Goodnow; “ The Interpretation and Amendment of the Sherman Anti- 
trust Act,” the reply of former Attorney General Knox to a communica- 
tion of the United States Senate Committee on Judiciary; and the deci- 
sion of the Supreme Court of the United States in the Northern Secu- 
rities Company case. 

The effect of competition for charters between states is shown in the 
revision of the Massachusetts Business Corporation Law in 1903, which 
is discussed by Grosvenor Calkins. A basis for comparison with the 
English and the German practise of company regulation is presented in 
two articles, “The Promotion of Companies and the Valuation of Assets 
According to German Company Law,” by Ernest Schuster, and “The 
New Companies Act, 1900, of Great Britain,” by Montague Barlow. 


150 








Trusts, Pools and Corporations. 


The volume also contains a discussion of “The Tin-plate Industry,” 
by Professor Frank L. McVey, which illustrates the influence of the 
tariff upon the formation of the industrial combinations, and “ A Survey 
and Criticism of Trust Literature,” by Professor Charles J. Bullock. 

Space does not permit of a detailed analysis of any of these papers. 
Suffice it to say that the book, taken as a whole, is an invaluable compen- 
dium of literature upon this intricate and most interesting subject of 
industrial corporations, and will be found of the greatest practical value 
by all lawyers and accountants who have to do with the formation and 
conduct of companies. 

Se Ae 8 


American Accountants’ Golf Club. 


The following is published at $1 a line: The organization of an 
A. A. G. C. is under way. A committee has appointed itself to promote 
the project, and to bring about a healthy interest in the royal and ancient 


game. 

It is proposed to hold club tournaments in connection with the annual 
meetings of the American Association of Public Accountants. 

It is further proposed to hold technical examinations (!) upon the rules 
and the etiquette of golf, viz.: Theory of golf; practical golf; putting, and 
golfing law! 

The degree of C. P. G. (Certified Proficient Golfer) will be granted to 


all successful candidates of good moral character (moderate profanity 
essential ). 

The rules of the Club, dues, etc., will be established at a future meet- 
ing of applicants for membership. 

There will be three classes of members: Honorary—those who hope to 
play golf; Fellows—those who play golf; and Associates—those who play 
at golf! 

This is a “ good thing.” Send in your name to one of the undersigned. 

Harvey Chase, 27 State street, Boston, Mass. 
Franklin Allen, Silk Exchange Building, Broadway, New York. 
Duncan MacInnes, Stewart Building, Broadway, New York. 








Legal Depariment 


Joun }. Sutzivayn, LL.D , Eprtor. 
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njgh th: seme “ufo mavon as iue denosit books. An excellent method 
of kerning a recotd of checks ° ‘eturned is to stamp each check returned 
by we bet. eer che denos'i vouk is settled, with the date of the setile- 
me.', etd cet Lo pasce ic to the stub of the check book irom which i: was 
pre.ows'. tore taxing precaui'ous noi io hide any of the figures on 
the si.b or a iacorsemeut on the caeck. The long siip usually sent by 
the bauk wiih wwe recurned cnecks, and containing a list of the amounts of 
these chee'ss, can be pasicd ci ine end of the check book. When ail the 
cheexe “ave been returned. the book can be filed away, and will serve 
noi ©*', as a reiereace “ook drt aiso as a receipt book. Too much stress, 
however. suouid noi be laid en the vaiue of checks as receipts, for 
while ihe oavee’s indursement usuaily iadicates that he has received the 
face of vie checls, yet it does not prove what bill the check pays, and is 
open to a number of expianaiions. The receipted bill is better evidence 
that che bill has been paid. 

The documents already mentioned should usually be kept during the 
continuance of the business, but when we come to receipts we find that 
it is the practice of numberless houses to destroy them after a certain 
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length of time, or at irregular intervals, and no great harm usually results 
from this destruction. The accountant should be sure, however, never to 
allow any receipts or other papers to be destroyed wiich may throw 
any light on dealings as ic which there is the leasi present or prospective 
litigation. Where there seems no poss‘bility of litigation, it is usualy safe 
to desiroy receipts after the siatuie of limi.iacions wou'd bar a suit for the 
money. Where large sums of money are iivoived, ii is oiten better 
to keep the rece‘pts ‘or several years. In inquiring if the statutory period 
woud have outlawed he debt, in case it iad act been paid, one should 
remember vac where there aie open mutual accounts between ihe parties, 
the siaiute begins to rur, not irom ie dete when the debt was incurred, 
but irom:the date of che !asc ttem in the muiual accounts, or the last 
settlement of the accounts, determining a Dalance ia favor of one party or 
the other. Remember, toc, that ch» statuiory period is diferent ‘a different 
states, and iat any written or verbal acxnowiecdgment of the debt after 
the devi :s incurred starts tie stacutory pericd running over again. 

There are a vast number of various secords which pile up in most large 
offces, and ac other -ule can be siated than to say that they should not 
be destroyed whiit they may sci!l have any usefulness. In ascertaining 
whetlier or not certain paners have ceased to be useful, be sure to re- 
member thai they must not be destroyed during the pendency of any liti- 
gation upon which they may conceivably have any bearing. It will not 
be enoug!i, perhaps, that their contents have been cranscribed in some other 
form of record. Regard must be paid to the rules of the law of evidence. 
I cannoi iliustrate this better than by referring to a case in which I was 
recently interested. A railroad company undertook to prove that some 
hendreds of cars had been detained years before at various times longer 
than the forty-eight hour period allowed by the demurrage asso- 
ciation in which had been transcribed the memoranda of arrival and 
depariure of each car. The original memoranda had been sent to the 
demurrage association, and transcribed into the books which were offered 
in evidence. Objection was made to this offer on the ground that the only 
legal evidence would be the original memoranda themselves. The ob- 
jection was sustained, and the case, involving thousands of dollars, finally. 
hirged upon this point of evidence, and the railroad company lost. 

The law does not encourage the opening of old matters, and this often 
excuses the non-production of the documents connected with a matter 
which occurred years before suit was commenced. Where money has 
been paid over the law very seldom allows it to be recovered back by the 
party who paid it over, so that when a debt is paid, and the matter closed, 
one is generally safe in getting rid of the various memoranda connected 
with the affair. Letter-books should always be preserved, for there 
are pretty sure to be a few letters which one may want to look up in later 
years. A great deal depends upon the circumstances of each particular 
business, but, as was stated in the beginning, the prudent auditor will 
advise the storing of documents as long as practicable. 

When a business has been wound up, and all its affairs adjusted, the 
more important books should still be preserved in accordance with the 
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suggestions made with reference to a running business. There is this dif- 
ference, however, that where the dissolution has been fully advertised, 
and the affairs completely liquidated, the courts will be slow to tolerate 
any post mortem litigation. 


Law Books for Accountants. 


It may seem a comparatively easy matter for a lawyer to write a law 
book for accountants and business men generally. One might suppose 
that the high standard of carefulness required in writing a book for law- 
yers could be, perhaps, a trifle relaxed in preparing a book intended for 
the use of laymen. As a matter of fact, the contrary is true. A book for 
lawyers is replete with citations of authorities, and the author may fre- 
quently content himself with stating a proposition generally, and refer to 
a list of cited cases wherein any lawyer may learn how the proposition 
is applied, and what exceptions have been made under particular cir- 
cumstances. The lawyer will not trust absolutely in a text book, but 
will supplement it with other text book and case book authorities. On 
the other hand, a law book intended for laymen will usually be con- 
sulted by its purchaser to the exclusion of any other work. Errors, 
however small, cannot be allowed to creep into it without danger of its 
doing great harm. Frequently the general statement of a proposition 
is misleading in such a work, unless it is modified by the careful men- 
tion of all the exceptions that have been made by the courts in the appli- 
cation of this general proposition under special circumstances. 

By far the most difficult problem before the author of a law book 
_ for laymen is the problem presented by the difference between the law 

in the different states. Few people except lawyers appreciate thoroughly 

the fact that there are almost fifty distinct lawmaking sovereignties en- 
acting new statutes and deciding cases, all under the Stars and Stripes. 
The supreme court of each state is the final arbiter of the law for that 
state, except as to a limited class of questions involving the interpre- 
tation of the United States Constitution, etc. The legislature of each 
state passes acts which are binding on the citizens of the same state, 
while a neighboring state legislature may pass an act which is diametri- 
cally opposite to the other in its intents and purposes, and this binds the 
citizens of the second state. The decisions of the Supreme Court of 
Illinois do not control the Supreme Court of Ohio any more than the 
legislature of the State of Ohio can pass laws for the State of Illinois. 
The result is that the statute law of most states is different to a greater 
or less extent from that of every other state. Even where two states have 
a certain statute in the same language, it sometimes happens that the 
courts of the two states give the statute a different interpretation. 

The difficulty of writing a book for accountants which will be abso- 
lutely reliable for accountants in any two states is thus apparent, and 
when one complicates the matter by trying to write a book which will 
be serviceable all over the country, the result is often absolute failure or 
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absolute confusion. By absolute failure I mean that the differences be- 
tween the law in the several states are not pointed out at all, but an 
attempt is made to slide over them by laying down broad propositions 
which may be literally true in most cases, but are very misleading. For 
instance, you will find statements in some books that in the sale of per- 
sonal property title does not pass until delivery of the goods. The word 
delivery has been sometimes interpreted by the courts to mean almost 
the same thing as the transfer of title, but in this view of the word the 
courts have, of course, been compelled sometimes to regard an article 
as having been delivered long before it has been handed over by the 
seller to the buyer. That is to say, the word delivery is used by certain 
courts in a narrow technical sense, and it is only misleading to employ 
the word in that sense in a book which laymen use, although thereby 
the writer escapes the necessity of getting at the meat of the matter, and 
showing at what point in the transaction the title passes, whether before 
or at the time of the transfer of possession from seller to buyer. 

By absolute confusion I mean that in some handbooks of business law 
the attempt is made to contrast the laws of different states in such a way 
that the lay reader is at a loss to guess just where he stands, and is as 
likely to jump at the wrong conclusion as at the right one. There are 
numerous questions of law which can be tabulated according to the 
way they have been answered in the various states. For instance, the 
amount of exemption allowed in each state, the legal rate of interest and 
the number of days of grace allowed after the due date of a note may 
be indicated very briefly in a table, so that a citizen of any state may 
quickly learn what the law is where he lives. Other points of difference, 
however, require extended treatment, and hardly any table can give the 
law in all the states thoroughly and at the same time briefly. The statute 
of frauds regulating the requirements of writing, signature of the parties, 
etc., for the various states, is so complex and so difficult of compre- 
hension that the law on the subject needs to be considered at length by 
the business man who wants to familiarize himself with what his own 
state demands in this or that particular. 

It may be objected that works intended for lawyers are, in perhaps the 
majority of instances, not confined in their scope to a single state, but 
treat the law as it is throughout the Union. The remarks made above 
largely answers this objection, and this further suggestion may be added. 
Most of the works written for lawyers are limited to one subject, while 
a handbook of business law attacks dozens of subjects, about each of 
which, perhaps, the lawyer who wanted to familiarize himself with 
any point would consult a special treatise. For example, the law of 
carriers relating to transportation by railroads, bills of lading, etc., will 
be dismissed by a writer for laymen with a single chapter, while a 
writer for lawyers will devote three large volumes to it. 

So much for the dangers and difficulties in the way of the author 
who wants to write a book which will sell all over the country. On the 
other hand, it must be remembered that there are very many important 
matters of business law which are practically the same in almost every 
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state of the Union. The volume cof our interstate commerce promotes 
this uniformity, which is due meiniv, howeve:, .o the common ongin 
of the law of almost all the states. Ore of ibe eaciiest works of merit 
wit underiool: ic cater to the cifereat needs ci nusiness men chrovgh- 
Out ihe couercy, was that of Theashiius Parsons, and a revised ed‘:ion of 
his woriz ts sti! ta considerable demand. The modern mezhod of ‘ezch- 
ing .aw ‘a uic sci00i3 by the case svsiem has been +eSecced ‘4 jaw docks 
for susiness men, ane ta D. Carvis Ganos Vommerciai Law, for isiance, 
the dad siatement of priacizies is enlivened by !us:cciicus la wirich 
the sneciiic fac ‘ conerete cases are prought out. Divs (s esorc uly 
heipiu) io i2zymen, who sometimes learn a iegal priscloie wiikout ibor- 
oueh'y undersiancing how it works under actual conditions. Mer. Cano’s 
boc. is eenecia'’s aseful for “<ew Yorkers, wile a smail woris calied 
“Pasiness Low,’ by Lhomes 4. “atte may be rrentiorned as of v2-ie for 
Pers vivanians. Diusivess ia en ace wav hai wove work 


Write by mawver of their cwa ssie will be less apt wo lead isem 


asivavy ina yore voiture wth is fecian ihe nen of an 
OU SiCce:. 2 ‘ar as the writer brews, a 4: wittel ‘| sreout+ the 


need of cecowmmatcs for a knowledge of Vie arst ari rcloes Of bu-iness 


Jaw. and waien shail ve eanally serviceavic ‘or she man in Losion and 
the mar in Sar Francisco has yer to ne weriien. 


Legal Decisions of Interest to the Protession. 


PARTNERSHIP AcCCOUNTING.—‘Nea! vs. Ahel, 92 N. Y., S. 1045).—A 
parinership coniract stipuiaied thar eacu of two partners was to make an 
equa, contrivuiion <0 the firm's asseis, anc tne office furriiire ard medical 
‘instrumenrs of one were to be used in the business ard considered as 
his investment to the extent of $coc. In an action to settle the part- 
nersuip afiairs, it appeared that there was an unpaid baiance on the 
purcaase price of the furniture and instruments. Held, that the part- 
ner contributing the furniture and instruments was entitled to a credit 
on their accounc for $500, or to the sum remaining of $s00 if the other 
should pay or had paid the balance on the purchase price. 


DeEcEDENT’s LIABILITY AS STOCKHOLDER IN A NATIONAL BANK.—( Potter 
vs. Mortimer, 114 Ill., App. 422, decree aflirmed: Mortimer vs. Potter, 
213 ili., 178.) —Where an executor, knowing of ihe existence of a claim 
against his decedent on account of his being a stockholder in a national 
bank, distributes his entire estate, he is, ultimately, personally liable to 
the receiver for such national bank. 


PARTNER'S INDIVIDUAL Note as Firm Liasiity.—(First National Bank 
vs. Follett, 80 Pacific, 147.) —Where an original loan was made to a firm, 
though evidenced by the individual note of one of the pariners, and entered 
on the firm’s books as an individual debt, and the money was applied 
to partnership purposes, and the firm acknowledged the debt as a firm debt, 
and paid interest thereon, and gave a judgment note for the debt, which 
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was signed in the firm name and by the individual members thereof, 
such noie constituied a sufficient consideration for a bill of sale of firm 
assets. 


Decree or DISTP'BUTION AS TO First ACcouNT oF EXECUTOR NoT BIND- 
ING AS TO S&cconD ACCOUNT.—-( Siaii’s Esiate, 25 Pa. Superior, 402.)—In 
this case it ‘s sieved that advancemen:s io a son during a testator’s life- 
time ate to be deaucted in computing the amount of that son's dis- 
tr vii've share, where che will directs chat caret sons shail share a certain 
pai’ cf ibe esiaie eauaily, The advancemevts do not, however. bear 
inievesi. T°, cbevedor>, ‘aicrest is added co the advancements ia calculating 
the «over Jistcimued’e to ie sons é: the cefziement of an executo:’s 
first accoue’ this ls wrong. Woaiic the courc’s decree awarding th's ‘m- 
Pro Goce bation Wii mroleut ine execuior, ia case no exceptions io the 
Gecies ite lakea af tee wire fc Goes rot conclude the matter if ciber 
assets «Ole §+.0 uw? erecnio. © bouds iaier. Not on'y may the proser 
scheiuie Of GC ' yucoe pe directed a> te “hese later assets when te exec- 
tors sccond acceuse fs Ted. bic che ‘al usice done ‘a the nast ic anione 
by cre: sig (aievese on v's schvepcemeste ai ube ime of the sits Cisctivu- 
tiov ‘ey wood we vemedisd, end oe wil gai Als ust share out of the eub- 
SECU IS asscis sceber Wie ar eiaonet aJowance for che amow»t ue 


los! cucouga che Larpeover CG) s:r/DuLion wien the first account was octtled, 


Rectiven Must pe Reapy ror Avupit.— (Hickey vs. Parrot Silver & 
Conper Cv., 79 Pecikce €yS.-—7t 's che duiv of a receiver te transact his 
business iu etch a waaner aud io keen his books und vouchers in such 
shap>, iit 2¢ may be reacy tor exeniisciion at any time. 

EVERY KNOwN CLAIM SHOULD BE PRESENTED ON A Sa&TILEMENT 
Accounts.—(if2)ou va. Riicensouse, tri IM, Aon. so. ceeTc and 
Saiissaci‘ow would seem io anptar «27Te accounis have 2G; sted 
by ihe parties U gant withcut the claim sutsequersiy oressed, 2nd chen 
known io exic!, beisgy advanced. 


Enrrites iN AGEN? s Books Not TO AFFECT ParINcIvar --—Cushman vs. 
Snow, i86 Mass.. #Sc.+—-Turiles ‘a che do0u3 Of ugetts which were never 
brovzit to the moi’ce oO, wor asstLee wo Ow, ihtic peiecinels, constitute 
neither a coniract be:ween ike paiiies nor a modification of an exisiing 
one. 

Stock Poo. MANAGER Must Account As iF To A PARTNERSHI?.—{ Spier 
vs. Gyde, 87 N. Y., Suvp'ement 25s..—An arrangement wierepy cornorate 
stocx was pouied ic de so.d, anc riaintiff and cefendanis were to veccive 
siaied proportions of tiie profits. creaied a joni ‘uierest in them, and 
Wieiker it amounced to a cechnical parinersuip or nol, it was governed 
by the same rules; the relations of the parties being fiduciary, and im- 
posing on the party vested with power to deai wiih tne stock the obliga- 
tion to account to the others, and to affirmatively show a iaithiul discharge 
oi his trust. 

BurLpInc AND LoAN AssocIATIONS, PAYMENT oF Dues.—(Loutheim 
vs. Somerset Building and Loan Association, 211 Pa., 499.) —The Somerset 
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Building and Loan Association had a by-law that dues should be paid 
only to a committee of the directors at the meetings of the association. 
For a period of ten yéars the secretary had been accustomed to collect 
the dues privately from the members, and to turn them in to the treasury 
of the company. The directors knew of this custom, but when the secre- 
tary embezzled some of the dues which he had collected they refused to: 
allow credit for the dues paid by the members to the secretary and not 
turned in by him. It was held that their long approval of the custom of 
paying dues to the secretary constituted a waiver of their right to enforce 
the by-law. 

The frequent defalcation of secretaries and treasurers and of solicitors 
and conveyancers of building societies emphasizes the necessity of hav- 
ing every officer of a building association who handles large sums of its 
money put under sufficient bond. Fidelity bonds are so cheap that this 
precaution should not be neglected, and when auditors are examining the 
papers of a building association, they should see, first, that these bonds are 
on file; second, that they are sufficient in amount and cover the case of 
embezzlement; and third, that they have not expired and that the bonds- 
men are reputable and financially responsible. As a rule it is better to have 
approved corporation security. 


PREFERENCE AGREEMENT NOT SUSTAINED.—(Kittanning Electric Light, 
Heat and Power Company’s Assigned Estate, 210 Pa., 6.)—While the Kit- 
tanning Company was in business its note for $5,000 was about to fall due. 
To secure an extension of the loan from the Farmers’ National Bank, 
Einstein, a director of the company, at the instance of the president, prom- 
ised the bank in writing that it should be preferred, should anything 
ever happen, before any stockholders who had loaned it money. The 
president of the company and Einstein himself, both stockholders, had 
loaned the company money, and when it failed their loans were put on 
a parity with that of the bank. The bank appealed to the Supreme Court, 
but it was held that whether or not Einstein’s written statement amounted 
to a personal guaranty was a question which could not be settled in the 
distribution of an assigned estate. The distribution of an assigned estate 
must proceed according to fixed rules, and collateral matters such as that 
between Einstein and the bank are the proper subject of private litigation 
between the parties directly interested. 


Marcins DeposiTep witH BroKErR Not Trust Funps.—(Kinsey vs. 
Meaney, 90 N. Y., Supplement 327.)—A contract between plaintiff and 
defendants for the purchase and sale of stocks provided that, to secure 
defendants against default, plaintiff would keep deposited with defendants, 
or to their credit, a sum sufficient for such security at all times, and 
that all moneys so deposited should be held by defendants as such secu- 
rity, etc. As plaintiff ordered the sale or purchase of stocks by defend- 
ants, he stated the margin to be put up on each transaction, and each day an 
account was made between the parties, wherein plaintiff was charged with 
the margins and any other sums due from him, and was credited with 
the avails of closed transactions, and with any payments or other items of 
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credit. A balance was struck, and paid to the party in whose favor it ap- 
peared to be. Held, that such course of dealing established that the mar- 
gins so deposited were paid into an ordinary current account, and did 
not constitute a fiduciary or trust fund, which could be made the subject 
of a conversion. 


EXxEcuTorR WHO Pap Decepent’s Dests or Honor SurcHARGED.—(In 
re Hull, 89 N. Y., Supplement 939.)—On an accounting of the executor of 
contestant’s deceased mother, involving an account of the mother’s acts 
as administratrix of contestant’s father, contestant was entitled to object to 
a credit to her mother for £300 for the payment by her mother of the 
father’s illegal debts which constituted debts of honor. 


ACCOUNTING BETWEEN Parties Must Precepe Suir oN BALANCE AL- 
LEGED TO BE Due To PartNER.—( Milligan vs. Mackinlay, 209 IIl., 358.)— 
The members of an unincorporated stock syndicate, formed to buy, sub- 
divide and sell real estate for profit in a city, are partners, so that an action 
of law will not lie in favor of one member against another member on a 
demand growing out of the transactions of the syndicate until a settle- 
ment and a balance struck. 


A SETTLEMENT oF Depositor’s BANK PASsSBOOK IS AN ACCOUNT 
Statep.—(Fary vs. Farmers’ and Mechanics’ Bank, 58 Atlantic, 305.)— 
A depositor in a bank had passbooks showing transactions by the bank 
covering a period of ten years. During this time the accounts were balanced 
several times each year, vouchers being returned for all the items charged, 
except such as were indicated by a mark on the passbock, and the account 
was shown to have been overdrawn several times. Held, on a bill by the 
depositor for an accounting, that the accounts in the passbook, with 
vouchers returned, must be regarded as stated accounts, which could be 
opened only to the extent that complainant could clearly show fraud 
or mistake as to specified items. 








Notes from Correspondents. 


Pennsy'vania. 

Recent developments in the stzi# wouid seem to indicate that there 
is stiong aced cf an invcisi'gei’cit Of thie present method: of handling 
the public moncys, and fcr a gerera’ reorgan<ation of the stat-’s 
financial sysiem. Accoumiancy has shown ‘uv verevs miumnicipaities 
througioi. ithe country whit service i. car rerder o* kb ong'ne order 
out o: the unscieniie and cfien chacitic cera. ise iat preva’? in 
much oi our pubic bookkeepiug, and it is to be honed tha’ the Penn- 
syivania auihuriies wi! not over!ool this important factor ‘{ they un- 
deziake io make thei: work at ali tlorevgh. 

Mr. Edward P. Moses, ©.°P. A. has charge of the government's 
invesi'galions iaio the afiu’vs ot the defunct Lnierprise Naiiona! Lank 
of Allegheny. 

Missouri. 

Our Society is not far encach along in its organization to have 
regi’ir meeings where papevs a’ read br! we hope ic ivcrease our 
membersh’p aud awaley ioe ist sort o: inieres, sc that we will 
have annouicemen:: i iebe che’ wil) be of interest. At presen there 
are no tepori: to 62 mace c™ programs ‘o: the iuture tc be nuh'ished, 
and as our ‘eg’ le_uve does mci meet unti! ¢ year from next January 
there is novhing to report regaiding our C. P. A. movement. 


Washington. 


Replying to queries the Wosh'ngicn correspondent writes: 

1. “Are accourianis in your viciais berg empicved to an increasing 
extent in the examination of banks ard irust cempani‘es?” I do not 
know of a s'vg* bank in the emlire siate that maces a practice of having 
periodic examinations mace by public acconriants. The trust com- 
panies show up very wel! in this connection. as there are oniy six 
in the stave, of which four have regtiar examinaticrs. Many bankers 
with whom I am acquainted are afraid thet if it became known that 
their iastiiviions were being examined hy “experts” the effect might 
be disastrous. There is some reason for th's, perhap-. because of the 
fact that accountancy in th’s state is as yet in its infancy, and the 
presence of “experis” is apt to be associated in the mind of the 
public with defaications, or bankrupicr. er trorble of some kind. In 
course of time ihis wiil be overcome. 

2. “Do accouniants have an ivereasing amount of work in the in- 
stallation of cost systems?” So ieng as b's cred't is good, the in- 
telligent manufacturer oc ihe Staie of Washington is weil satisfied to 
proceed by ruvice of thump, and does net worry about the fine points 
of cost accounting. Nevertheless the prospects in this line of usefulness 
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for the accountant are satisfactory and will improve as manufacturing 
industries develop. 

3. “ How far are accountants called upon by banks to inspect the 
books of applicants for loans?” Not to amy very great exient as yet. 
The competition among individual bankers lias so far prevented con- 
certed action having in view the adopiion of fixed rules on this point. 

4. RATES: Rates are below the easterr siandar¢. Speaking gen- 
erally, business here will not support eastern nrices. and our local 
accountants have had io choose between the alternatives of making 
prices that “ the traffic will bear” or of getiing nc business. 

it must be remembered that this state, commercially and industrially, 
is even vet on'y in its insancr. Ii is pari of the history of accountancy 
that % is not until a county has :eached a comoarciively advanced 
stage of deveionment, and commerce has been estabii-heé on a firm 
basi:. tlat ihe accountant and his works are appreciaied. Th account- 
ant ir saor’, is about ihe 'as* mar fcr whom th? communi: feeis any 
neec. Tor ihis reasor the accounianis of ihe State o' Washineron have 
had to * bide their time” te praccise the virine of pacence. and to 
engege in missionary work to an exieni whick chou’ meke many 
a professional! missionary to the heathen blusi ior ine ‘okewarmness 
of his own efforis. Up ic date, therefore. ro ‘oz.unes have been 
mace iz the accountancy business here and there is re’ at present 
any more work than the accountanis already ir ihe field can easily 
take care of. 


Ohio. 


A special meeting of the Ohio State Society was held at the 
Business Mer’s Club. Cincinnai’ Okic. November 4, ‘or ihe nu-pose 
of considering the oroposed C. P. A. bill which ‘s io be submitted 
at the January session of ihe tegislature. [The main provisions of 
this bill are printed ir this issue of Tar Tovenas.] 

The large's increased democratic maictity ‘cr Ob‘’o means a great 
dea! of additiona! work in connection with the C. P. 4. bil', as nearly 
every member of che ‘asi legi-iature, to a certain exier’, was familiar 
with the bil!. and many or chem had expressed themse’yes as being 
favorably inclined toward 

Public accountanis are being emp'oved to some extent in the exami- 
nation of banks and irusi companies. alihengh the number of such 
companies who have cheir accounts avditeéd by pwhlie accountants js, 
so far, very smal}: on ihe other hand, 9 iaree number of banks and 
trust companies are requiring examinations of the beoks and accounts 
of prosneciive borrowers, paridcwar’y so where the application for 
leans is for a ‘avge amount. A numosc of the mn censervalive com- 
panies are ‘usisting moon an accountar'’> rener’ being submitted before 
they wiil take anv aciicn ‘n resnect ‘o svch loans. 

The voiume o: business ‘rom ihe ‘nstallation of cost systems is also 
increasing ‘n a very satiziactory manner. 
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Business for the current year promises to be nearly 50 per cent. 
in excess of the preceding year, and an equally large increase in 
business during 1906 may be expected. 


Illinois. 


The regular quarterly meeting of the members of the Illinois Soci- 
ety of Certified Public Accountants was held in Chicago, October 28. 

The report of the society delegates to the convention of the Ameri- 
can Association of Public Accountants was presented and read by 
Mr. Cooper, and was received with much interest. It was the general 
sense of the meeting that the selection of officers and committees had 
been well considered, and that the amalgamation of the federated 
societies with the American Association would serve to increase materi- 
ally the growing influence of public accountants throughout the country. 

Relative to “tariff of rates,” a pro forma draft of the proposed 
schedule was submitted, with the information that a copy of the 
same had been furnished to a committee of the New York convention. 
It was decided to invite further consideration of the subject by mail- 
ing a copy of the tariff to all the members of the society, with a 
request that they should signify their personal views thereon at as early 
a date as possible, and offer suggestions or changes which could be 
considered and acted upon at some later date. 

Measures were taken to investigate a reported infraction of the state 
law relative to certified public accountants. It appeared that in a re- 
cent case the applicant for a certificate had misstated certain facts which 
were well within the knowledge of several members of the society, and 
it was decided to advise the university board accordingly, and register 
the formal protest of our members against any issue of a certificate 
_-at this time, as it appeared was actually contemplated. 

Relative to the opening of a school of accounts under the auspices 
of the University of Illinois, the society was informed that further 
consideration of the subject would be taken up by the university au- 
thorities at an early date. It was suggested that the society might 
signify its support of the movement by providing a scholarship fund 
for the benefit of a student reaching a certain grade; and incidentally 
providing from time to time that practical accounting should be exem- 
plified by means of lectures to be delivered by some of our members, 
but no formal action was taken. 

Incidental to the inauguration of our policy of having the quarterly 
meetings preceded by a luncheon, the informality of the gathering was 
found to be most conducive to good fellowship. Some of our members 
advanced the suggestion that by the selection of a thoroughly central 
place, it would be practical to have daily meetings, and eventually the 
“ Accountants’ Corner” would have to be expanded into the “ Account- 
ants’ Club.” It may be a long time before such a consummation will 
be reached, but it is certain that eventually the accountants of the 
middle states will need a central gathering place, and it will naturally 
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devolve upon those who are settled in Chicago to provide the necessary 
facilities. 

General accounting work at this season of the year is keeping all 
of our members closely occupied. We understand some changes are 
likely to occur in the near future, which will affect the personnel of 
at least two well known firms, but particulars are not available at 
this writing, and we only refer to the matter now as indicating the 
tendency of the profession to draw capable men into closer relations 
of work, by reason of their fitness for certain well defined specialties. 

Defalcations and scandals in corporate management continue to 
astonish the public, but every accountant who is actively practising 
his profession knows that the remedy is not to be found in an ill con- 
sidered demand for general publicity, or in the equally misleading idea 
that the Federal government should guarantee the purchases of every 
investor. Every stockholder and director has within his own control 
an effective remedy for most of the existing evils by refusing to identify 
himself with any concern which does not furnish a certified balance 
sheet to its stockholders; and again by declining to allow the man- 
agement to present any financial statements which have not been au- 
thenticated by disinterested and independent auditors. The wisdom 
of the demand for government examinations must be judged in the light 
of the repeated illustration of their inefficiency in connection with recent 
bank defalcations, the fact being, that the investigations of national and 
state bank examiners, largely because of the fact that they are political 
appointees, leave much to be desired. 

The opportunities for the public accountant in this field are broad 
and attractive, and they can be realized by educating public opinion 
along the lines of individual responsibility, and by stimulating individual 
investors to demand the selection of independent auditors who will 
report the facts. The majority of investigations which are committed 
to public accountants at present are undertaken after the trouble has 
occurred. The average investor who would not purchase a piece of real 
estate without demanding that the abstract of title be examined by his 
lawyer will commit his funds to a glib promoter who is certain to take 
advantage of him. 

November 18, 1905. 


As the end of the year approaches, the accountants of Chicago are 
rushed with work, trying to anticipate the annual audits that come in 
January by doing all the preliminary work possible. Great difficulty is 
experienced by all of them in getting men fitted by previous training or 
natural ability to assist them. This condition which, while not new, is 
more marked this year than usually, has caused a renewed interest in 
the proposition to start a school of accountancy under the auspices of 
the University of Illinois. The directors of the C. P. A. Society have 
appointed a committee, composed of Messrs. Reckitt, Cooper and Walton, 
to consider the matter, and they are formulating a plan to be submitted 
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to the university in the hope that such a school may be established in the 
near future and that it may be the means of supplying the necessary 
material for assistants to practicing accountants. 

The recent startling events in the banking world have set both the 
accountants and the banks to thinking about the advisability of bank 
audits by certified public accountants, but so far the results of the mental 
exercise have not been very pronounced, although several accountants 
have made special efforts to interest the banks. The principal trouble 
seems to be that the banks do not realize the time it would take for a 
thorough examination, nor appreciate the fact that no other would be 
worth more than the present official scrutiny. Some effort has been made 
to educate the banks by means of addresses and newspaper articles, but 
the society has never taken the matter up officially, although the sugges- 
tion has been made that it might properly delegate members to deliver 
addresses before conventions of bankers and others. 

The banks need educating also in regard to the advantage of having 
their large borrowers audited by accountants. This is not done to any 
such extent that it could be.called a common practice. The craze for 
big figures against the deposits item in their balance sheet makes the 
banks very considerate of the feelings of their borrowing customers; 
they would rather take the chance of the customer’s own statement being 
true than to run the risk of offending him by asking: for its verification 
by an accountant. We hope some time to see the bankers realize the 
importance of this matter so as to take individual, if not concerted, action 
in regard to it, but there is little indication of it at present. 

Among the manufacturers there is much more activity. It is rare to 
find one who is not interested in the question of cost accounts. So 
largely has this branch of the profession been extended that there has 
_come about a specialization among the accountants, certain ones devoting 
themselves mainly, if not entirely, to cost systems. Those who have done 
so have been able to keep themselves fully occupied, especially as there 
is a tendency among the other accountants to turn over such work to them. 

Altogether the situation in Chicago is very satisfactory, whether present 
or prospective lines are taken into consideration. 





The Institute of Accounts. 


On Wednesday evening, November 15th, the regular monthly meeting 
of the Institute was held in parlor “D R” of the Fifth Avenue Hotel 
in this city. The lecturer of the evening was Mr. Thomas S. Whitbeck, 
who took for his text, “Our Protective Tariff.” The lecture showed 
great research and care in its preparation on the part of the speaker, and 
was heartily enjoyed by the many members present. Like all such semi- 
political questions it did not meet with the unanimous approval of his 
hearers, and at its conclusion the speaker was bombarded with questions 
which he found impossible to answer. The audience seemed to be about 
evenly divided on the tariff question, but all agreed that such matters were 
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most suitable for discussion at the Institute meetings, and joined in 
expressing their appreciation of the timeliness of the topic. The next 
meeting of the Institute will be held on Friday, December 15th, at the 
same place. All members are earnestly requested to be present. 


New York Society of Accountants and Bookkeepers. 


Professor Joseph French Johnson was the lecturer at the regular meet- 
ing of this society held at the Fifth Avenue Hotel in New York City on 
Tuesday evening, November 11. The title of his address was “The 
Evolution of the Bookkeeper.” Professor Johnson treated his subject 
from the educational standpoint; pointing out the many ways in which 
a bookkeeper could improve himself and by so doing increase his value 
to his employer and add materially to his income. He commented on the 
present condition of educational institutions teaching bookkeeping and 
accounting; the greatly increased quantity and the improved quality of 
literature on the subject, and in a general way on the many ways that 
are open to the bookkeeper of to-day that were unobtainable at any 
price but a few years ago. He held the close attention of his audience 
from beginning to end, and at the close was rewarded by a burst of 
applause such as has rarely been heard at these meetings. A unanimous 
vote of thanks and a hearty invitation to address them again were 
extended to him. 

At the fourth Tuesday evening meeting, Mr. Allen T. Mackrell, a 
member of the society, gave an interesting address on the methods of 
handling the postage stamp account. The concern by whom he is em- 
ployed, is one of the largest mail order houses in their line of business, 
and the value of the stamps handled frequently reaches well up into the 
thousands of dollars in a single day. Illustrations of the forms used were 
shown and proved most interesting to the members present, many of 
whom joined in the discussion which followed. The regular December 
meeting will be held on Tuesday, December 12th, at the same place. 


CORRESPONDENTS. 


California: Alfred G. Platt. Missouri: H. T. Westermann. 

Colorado: W. C. Loughbom. Minnesota: H. M. Temple and 

Georgia: Charles H. Highley. W. P. Bend. 

Illinois: Seymour Walton. New Jersey: Frank G. Dubois. 
* (R. S. Buchanan. New York: Leon Brummer. 

Maryland: Charles O. Hall. Ohio: J. S. M. Goodloe. 

Massachusetts: Harvey S. Chase. Washington: E. G. Shorrock. 





Proposed C. P. A. Law for Ohio. 


A bill to establish “An Ohio State Board of Accountancy for the 
Regulation of the Profession of Public Accounting” has been prepared 
under the direction of committees from the Ohio State Society of 
Public Accountancy and the Ohio State Board of Commerce. Its 
passage will be urged at the next session of the legislature. The com- 
mittees have had a draft of the bill printed and have circulated it 
among accountants in the various states in the hope of securing sug- 
gestions and criticisms. On account of the importance of this matter 
Tue JourNAL prints below its most important provisions. 

The bill provides that the Ohio State Board of Accountancy shall 
be appointed by the Governor and shall consist of three persons; one 
an attorney-at-law and two public accountants. The term of office 
shall be three years, one member retiring each year. The duties of the 
Board include the following: 


(1) To establish a standard of general education for admission to 
examinations. . 

(2) To establish a standard of special education pertaining to the 
science and art of accounting. Said education shall include proficiency 
in the science and art of accounting, auditing, and commercial law per- 
taining to accounting, and said proficiency shall be ascertained by exam- 
ination in at least the “theory of accounts,’ “ practical accounting,” 
“ Auditing” and “Commercial Law as Affecting Accountancy.” 

(3) To establish as a prerequisite to taking examinations periods of 
practice in accounting. 


(4) To conduct examinations. 
(5) To issue certificates to all persons of good moral character who 


shall become entitled thereto by complying with and qualifying under 
the provisions of this chapter and the rules, regulations, standards and 
requirements of said Board. 


The Board shall have the following powers: 


(1) To do each and all things necessary, proper or convenient to 
perform the duties enjoined on said Board by this chapter and to carry 
out all the terms and provisions of this chapter. 

(2) To adopt, change, amend, repeal and supplement rules, regula- 
tions, by-laws and resolutions governing educational standards, periods 
of practise in accounting, and examinations, granting of certificates, 
revocation of certificates, times and places of meetings of said Board and 
of examinations and the conduct of said Board and its officers. 

(3) To designate other Boards or teachers or appoint other examiners 
for the purpose of examining an applicant as to his general or special 
education required by this chapter and the rules and regulations, stand- 
ards and requirements of said Board. 


The bill contains the following provisions defining the qualifications 
of a certified public accountant: 


(a) Any person who is a citizen of the United States or has declared 
his intention of becoming such citizen, over twenty-five (25) years of 
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age, of good moral character, and who has complied with all the pro- 
visions of this chapter and all the standard rules, regulations and 
requirements of said Board, and has gouee all examinations required by 
said Board, shall receive from said Board a certificate as a “ Certified 
Public Accountant,” and such person may thereafter practise as a public 
accountant. 

(b) Said Board may in its discretion waive the examinations of any 
person who has had at least five years’ experience and continuous practise 
as a public accountant immediately preceding the taking effect of this 
Act and who has been for at least three years immediately preceding 
the passage of this Act continually practising in Ohio as a Public 
Accountant, if such person be in the opinion of said Board competent 
to practise as a public accountant, provided such person shall within six 
months after the appointment and qualification of said Board apply in 
writing to said Board for said certificate. 

(c) Any person who is a citizen of the United States or has declared 
his intention of becoming such citizen, over twenty-five (25) years of age, 
of good moral character, and who has complied with the rules and regula- 
tions of said Board pertaining to such cases, and who holds a valid and 
unrevoked certificate as a public accountant issued by or under the author- 
ity of any other State of the United States, the District of Columbia, or 
any territory of the United States, or by or under the authority of a 
foreign nation, when said Board shall be satisfied that their standards 
and requirements for a certificate as Public Accountant, are substantiall 
equivalent to those established by this chapter and by said Board, 
shall receive from said Board a certificate of his qualifications to prac- 
tise as a public accountant and the person receiving said certifi- 
cate shall be styled and known as “A Certified Public Accountant.” 
Said Board shall be the sole and exclusive judge of the good moral 
character of said applicant and shall be the sole and exclusive judge 
whether the standards and requirements under which said certificate was 
issued are substantially equivalent to the standards and requirements pre- 
scribed by this chapter and by said Board. Said Board may in its discre- 
tion refuse to recognize the certificate of any State, District, Territory or 
foreign nation, which does not extend similar privileges as those contained 
in this paragraph to persons holding certificates as Certified Public Ac- 
countants from said Board. 


The bill provides for the revocation of a certificate for any of the 
following causes: 


(1) Conviction of a felony. P 

(2) Conviction of a misdemeanor which involves moral turpitude. 

(3) Unprofessional conduct involving moral turpitude. 

The President shall have power to subpoena witnesses from any part 
of the State of Ohio and said subpoena shall be directed to the Sheriff 
of the County where the witness is to be found. The Attorney General 
of the State of Ohio shall prosecute all charges for che revocation of cer- 
tificates. Depositions may be taken in support of said charges and on 
behalf of the person against whom said charges are pending under rules 
and regulations to be prescribed by said Board. Said Board may hear 
ae and the President of said Board shall have power to administer 
oaths. 

A person whose certificate has been revoked “may apply by petition 
duly filed in the Court of Common Pleas in and for Franklin County, 
Ohio, within thirty (30) days from said revocation, for a writ of cer- 
tiorari to require the Board to certify up its proceedings to said Court 
of Common Pleas. Said Court of Common Pleas, after due notice to the 
President of said Board of the application, if a showing is made that it is 
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prima facie probable that said certificate has been erroneously revoked, 
shall grant the writ.” 

The Board is given the power to secure the punishment of a witness 
for contempt by application to the Court of Common Pleas of Franklin 
County; also to secure from that Court a writ of injunction restraining 
any person from violating the provisions of the law. 

The fee for an examination by the Board is fixed at $25. If an 
applicant be denied a certificate he may be reexamined within two years 
without payment of further fees. The bill provides that nothing 
therein “shall be construed to restrict or limit the power or authority 
of any State, County, Township, Municipal or School officer or appointee 
engaged in or upon the examination of the accounts of any public board 
or officer or its or their employees or appointees.” 

It contains also this important provision: 


A person not holding a certificate as a Certified Public Accountant or 
whose certificate has been revoked, who shall practise as a public account- 
ant or assumes or uses in any manner the name, title or style of “ Public 
Accountant,” “Certified Public Accountant,” “ Expert Accountant,” 
“Incorporated Accountant,” or ‘“ Chartered Accountant,” or any abbre- 
viation or abbreviations of said words, shall be guilty of a misdemeanor, 
and on conviction for the first offense punished by fine in a sum not to 
exceed one hundred ($100.00) dollars, in the discretion of the Court. On 
a second or other conviction for a second or further offense said person 
shall be guilty of a misdemeanor and fined in a sum not to exceed one 
thousand ($1,000.00) dollars or imprisoned not to exceed twelve (12) 
months or both in the discretion of the Court. 





Pennsylvania C. P. A. Examination Questions. 


The following questions are the C. P. A. examination ques- 
tions set by the examiners in Philadelphia last May. The 
subjects given are Theory of Accounts, Practical Accounting, 
and Auditing. 


Theory of Accounts. 


1. Define double entry bookkeeping, and state wherein it differs from 
single entry bookkeeping. 

2. What books are essential to the use of the double entry system in 
merchandising business, banking business, commission business. 

3. Name all the accounts in each of the businesses mentioned in the 
last question which contribute to the profit and loss account when closing 
the books. 

4. Define a trial balance and explain how it differs from a balance 
sheet. Illustrate by making a trial balance and a balance sheet in each of 
the businesses mentioned in the second question, using your own figures. 

5. Does a trial balance in which the aggregate of debits and credits 
correspond prove the books to be correct? if not, explain why it does not. 

What are the requisite features of the form of an executor’s 
or administrator’s account? Give illustration, using your own figures, 
in which administration of real estate is also included. 

7. What are the usual methods of stating the accounts respectively 
of receivers, assignees, trustees in bankruptcy? State in what essential 


respects they differ. : 
Define the principal or main accounts of a corporation of your 


own selection. 

9. What are some of the methods commonly employed for the acqui- 
sition of control by one corporation over another, and what entries are 
necessary in the books of each of the corporations to show the transac- 
tions incident to the acquisition by each of the different methods you 


mention. 

10. In stating the profit and loss account of a life insurance com- 
pany at the close of a fiscal period, how should receipts of annual pre- 
miums paid in advance be apportioned? 


The above questions, as a whole, cover the essentials of the Theory of 
Accounts. Of course, it could not be supposed that the whole subject 
would be covered in an examination, for which only three and one-half 
hours are allowed. 

The main points which are covered in the questions are briefly as 
follows: Definition of bookkeeping, with distinction between the two 
methods, books employed in double entry, trial balance and balance sheet, 
accounts of various kinds, including revenue accounts. 

The answering of the questions as given, in addition to a thorough 
knowledge of the principles of bookkeeping, implies in the candidate for 
the degree of C. P. A. a practical knowledge of the accounts of different 
types of concerns, both manufacturing and financial. The four mentioned 
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in the examination, viz., merchandising, banking, commission, and life 
insurance, are as diverse in their methods of keeping their accounts as 
are their businesses. The knowledge of those businesses is therefore in- 
dispensable toward intelligent answers. 
The same applies to the accounts mentioned in questions six and seven. 
1. The Cambria Company was incorporated with a capital of $500,000, 
divided in 5,000 shares of $100 each, to take over the assets and liabilities 
of the firms of John Martin & Co. and Chas. Burton & Co. 

John Martin and Henry Scott, his partner, each contributed $20,000 


in cash to the company, and received in payment stock of the company at 
par 


‘ 
v 


Chas. Burton and Thomas James, his partner, each contributed $15,000 
in cash to the company, and received in payment stock of the company 
at par. 

The net assets of the firm of John Martin & Co. were purchased by 
the company at 75 per cent. of their ledger values and full paid stock of 
the company given therefor. The net assets of the firm of Chas. Burton 

Co. were purchased by the company at 60 per cent. of their ledger 
values and full paid stock given by the company in payment therefor. 
The condition of the ledger accounts of the vendors was as follows: 


ASSETS AND LIABILITIES OF JOHN Martin & Co. 
Assets: 


ee ee ER IO LE 
Real estate (factory site) 15,000.00 
Machinery and tools 

Raw stock, lumber, etc. 

Raw stock, steel, brass, wire, etc. ............... 

Good-will 

Accounts receivable 


Liabilities : 
Accounts payable 
Bills gever* 
John Martin, capital account 
Henry Scott, capital account 6,000.00 
——$121,000.00 


ASSETS AND LIABILITIES OF CHAS. Burton & Co. 
Assets: 


Manufactured stock 
Accounts receivable 
Good-will 


Liabilities : 
Chas. Burton, capital account 
Thomas James, capital account 


It was agreed that all the assets and liabilities acquired by purchase 
should appear upon the books of the company at the values shown in 
vendor’s ledgers, until the close of the third year, at which time good-will 
should be charged to profit and loss account. 

And it was stipulated that in the event the legitimate profits of any 
year from trading exceeded $20,000 the individual members of the firm of 
Chas. Burton & Co. were to receive 30 per cent. of said excess and expense 
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account be charged therewith, but if the profits were less than $20,000 
they were to pay the deficiency to the company and expense account be 
credited therewith. 

The —_ and loss account showed legitimate profits from trading 
for the first year amounting to $27,000, and the second year amounting 
to $40,000, and the third year amounting to $15,000, before adjusting the 
claims arising from above stipulation as to the rey The entire profits 
irrespective of their source were then paid to stockholders of issue as 
dividends in full paid stock. 

Submit statements as follows: 

First. Give aggregate of net assets at the close of the first, second 
and third years, assuming all debts to have been paid. 

Second. Give the amount due to each of the parties in interest in stock 
and undivided profit at the end of the first and second years respectively, 
assuming profit and loss account as being adjusted at these periods, and 
the amount of stock held by each stockholder after the actual adjustment 
of the profit and loss, and dividend accounts, at the end of the third year. 

Third. Use given assets and liabilities throughout, with an additional 
account entitled “ Increase,” and submit balance sheets for the close of 
each period. 

2. John Smith died July 1, 1880, leaving a will in which he devised 
to his widow one-half of the principal of his personal property and one- 
half the income from all sources, and the balance of his estate to his 
executors in trust for certain annuitants. 


At the time of his death his estate consisted of the following items: 
1,000 shares Clarion Co. Stock at 200 


5,000 shares Penna. R.R. Stock at 70 
10,000 shares U. S. Steel Pref. at 90 


Interest in firm of Smith & Jones as shown by the books of 
said firm July 1, 1809 


A total of $1,635,000.00 


At said date, July 1, 1889, the assets and liabilities of the firm of Smith 
& Jones were as follows: 


Assets: 
Merchandise 
Accounts receivable 
Real estate 
Ground rents 


Liabilities : 
Clarion Co. 


The decedent’s estate was not appraised until January 1, 1900, at which 
time his interest in the firm of Smith & Jones was appraised at $140,000. 
The assets and liabilities of the firm being as follows: 


Assets: 
Accounts receivable 
Real estate 
Ground rent 
Mortgages 





The Journal of Accountancy. 


Liabilities : 


In his account filed in the Orphans’ Court, the executor charged him- 
self in the principal account with the sum of $1,590,000, the value of 
decedent’s stocks, and the appraised value of his interest in the partnership, 
also with the sum of $100,000 for profits on the 1,000 shares of stock of 
the Clarion Co.., accumulated during the lifetime of the decedent, and he 
claimed credit for $300,000 paid on account of decedent’s debts, which 
sum included $100,000 due the Clarion Co. on account of unpaid subscrip- 
tion to the 1,000 shares of the stock of the said company, and $50,700, 3 
per cent. commission, leaving a balance of $1,339,300.00 due the estate, 
consisting of: 


5,000 shares U. S. Steel Pref. 
1,000 shares Clarion Co. stock 
Unconverted assets of the partnership 


$1,339,300.00 


The executor charged himself in the income account with receipts 
amounting to $92,550.00, no part of which was derived from the partner- 
ship, and claimed credit for $14,625.00 for expenses and commissions at 
5 per cent., leaving a balance of $77,925.00 due the estate. 


In the adjudication of the account the auditing judge deducted $40,000 
from the principal account of the personal property and transferred it 
to par account of real estate; and he awarded the balance of the per- 
sonalty, after deducting $105,000 for unconverted assets reserved for future 
accounting, one-half to the widow, all of which she received with the 
exception of $50,000 cash, and one-half to the accountants in trust for 
the annuitants; and he awarded the principal of the realty, amounting to 
$40,000, $20,000 in trust to the widow to receive the income, and $20,000 to 
’ the accountants in trust for the annuitants. And he also awarded to the 
widow income amounting to $38,962.50, and the same amount to the an- 
nuitants. 


After the filing of the executor’s account, it was ascertained that of the 
profits of the partnership between date of Smith’s death and the date 
of appraisement $10,000 was derived from sales of real estate. 


The executors now desire to file a second account, and it appears that 
since the filing of the first account the transactions of the partnership of 
Smith & Jones in liquidation have been as follows: 


Accounts receivable, charged to profit and loss as worthless .. $50,000.00 
Amount collected on accounts receivable, charged to profit and 
loss as worthless prior to testator’s death 
Amount of interest collected on accounts receivable 
Expenses of liquidation 


It also appears that the amount of $200,000 appraised January 1, 1900, 
as a liability of the firm to Clarion Company has been transferred on the 
books of the firm in equal parts to the credit of the separate accounts of 
Smith & Jones, each of whom owned 1,000 shares full paid stock of said 
company (the entire issue), on account of profits on said stock accrued 
prior to filing of the account. 

Finally, it appears that the present value of the interest of decedent's 
estate in the partnership, consisting of unconverted assets, is $50,000. 
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Taking into consideration the facts disclosed in connection with the 
first adjudication, and the subsequent changes in the condition of the 
estate set forth above, state a second account for the executors. 

3. A and B were copartners, sharing equally the net profits of the 
business ; B had exclusive charge of the business and of the accounts of the 
firm, with duty of furnishing to A at the close of each year a statement 
of the condition of the firm’s accounts, together with details of the profit 
and loss account for the year. 

According to statements rendered by B for the years 1900, 1901, 1902, 
the following conditions of account appeared: 

On January 1, 1900, A’s capital account was $135,000 and the in- 
ventory amounted to Scae ; the purchases during the year were $950,000, 
the sales were $1,175,000, expenses were $110,000, and the inventory De- 
cember 31, amounted to $160,000. 

For the year 1901 the inventory January 1 was $160,000, the purchases 
were $875,000, the sales were $1,180,000, the expenses were $125,000, and the 
inventory December 31 amounted to $150,000. 

For the year 1902 the inventory a I was $150,000, the purchases 
were $910,000, the sales were $1,210,000, the expenses were $130,000, and 
the inventory December 31 amounted to $110,000. 

A had an examination made of the books, and the following irregu- 
larities in the accounts were thereby discovered: 

1. There were included in the sales for the several years goods at an 
estimated cost of $20,000, which formed no part of the inventories or 
purchase. 

2. Goods were omitted from the inventories of the several years as 
follows: January 1, 1901, valued at $30,000; January 1, 1902, valued at 
$50,000; January 1, 1903, valued at $50,000. ’ 

State A’s capital account for the several years as it would appear from 
the statements rendered by B, and determine and state what modifica- 
tion of it will result from a correction of the above irregularities, giving 
the correct amount of his capital for each year. 

Give details of process by which you reach your results. 

4. The firm of Simpson & Co. consists of William Simpson and Adam 
Green. William Simpson receives 11-20ths of the net profits and Adam 
Green 9-20ths. During a given year each of the partners withdrew from 
the business $28,000 as salary, and according to agreement each of said 
amounts was charged to profit and loss. At the close of the year the 
books of the company disclosed a loss of $25,000. After transferring to 
the accounts of the partners their pro rata share of this less the condi- 
tion of the ledger accounts were, as follows: 


Assets: 


Accounts receivable 


Inventory: 


Raw material 
Labor, etc. 
Manufactured goods 


Liabilities : 
Accounts payable 
William Simpson 
Adam Green 
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During the year the books record transactions as follows: 

Goods purchased 

Cash paid labor 

SESE TEI POPC LOLI PPI EE 

Commissions to agents 

Rent 

Bad debts closed into profit and loss 

Depreciation account 

Interest paid 

Sales 

Sales returned 30,000.00 
It further appears that the inventory at the beginning of the year was 

as follows: 

Raw material 


Manufactured goods 
A careful examination independent of the ledger accounts discloses 
the following facts: 
Total cost of material used in manufacturing during year.. $180,000.00 
Total cost of labor during year 320,000.00 
Submit statements as follows: 
First. The condition of accounts at the beginning of the year. 
Second. The condition of the accounts at the close of the year modi- 
fied by the disclosures obtained through the examination made independent 
of the ledger accounts. 


The test in the subject of Practical Accounting calls for the application 
of the principles set forth in the Theory of Accounts. 

Each question covers a specific case, in which a certain condition of 
the accounts is set forth, and the answer to which involves the knowledge 
on the part of the candidate of the practical handling of similar problems, 
acquired either in business as an accountant’s assistant or from practical 
demonstrations in the class rooms of those educational institutions whose 
aim is to prepare the student for the passing of the C. P. A. examinations. 


Auditing. 


1. In a business consisting of five separate departments there is kept 
a general ledger containing capital account, the speculative accounts such 
as merchandise, expenses, etc., and accounts with each separate depart- 
ment; sales ledgers containing the accounts of customers, and a purchase 
ledger containing the accounts of foreign and domestic creditors. 

In the general ledger each department account is charged with all pur- 
chases made for the department, and credited with cash received and 
allowances on account of sales of said department. The sales ledgers 
contain the different customers’ accounts, showing charges for sales and 
credits for cash, allowances, etc., on account of sales. The purchase led- 
ger contains the accounts of the different creditors showing credits for mer- 
chandise and charges for cash. 

In making an audit of the books, how would you determine that the 
ore, or loss for each department had been properly stated for a given 
period? 

2. In three successive fiscal years a manufacturing corporation values 
its supplies, etc., in hand at cost, with deductions for deterioration as fol- 
lows: At the end of first year, 5 per cent.; at the end of second year, 
10 per cent.; and at the end of third year, 15 per cent. With the inven- 
tory taken on this basis, the profits for the second year did not equal 
the dividends declared, and surplus was intrenched upon; and in the third 
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year the dividend paid was so much in excess of profits that the sur- 
plus was entirely exhausted, and a debit balance created in the profit 
and loss account. 

In auditing the books, how would you treat the above condition in your 
report! 

3. A wool dealer’s business consists of the following transactions: 
FS Buying and selling for his own account. 

(b) Receiving on consignment and selling for commission. 

(c) Consigning to other dealers for sale for his account. 

All wool received, whether purchased or consigned, is charged to 
merchandise account, and credited to the vendors or cqnsignors, and all 
wool disposed of, whether consigned or sold, is credited to merchandise 
account and charged to the purchasers or consignees. The prices in the 
pro forma invoices of consigned goods invariably differ from the prices 
shown in the account sales rendered to consignors or received from con- 
signees. At the end of the year he prepares a statement treating all wool 
in his possession as inventory, and credits merchandise account therewith; 
all debit balances on account of goods sold or consigned by him as ac- 
counts receivable; and all credit balances on account of goods purchased 
or consigned to him as liabilities. The accounts are clerically correct, you 
are asked to audit his accounts and certify to the correctness of his state- 
ment. How would you proceed to do this? Write a report thereon not 
exceeding two hundred words. 

4. Where a set of books shows a loss and the nature of the business, 
etc., warrant the belief that there was a profit, for the purpose of an audit 
what special accounts, etc., would you outline for examination and what 
method would you pursue? 

5. A and B formed a partnership in a manufacturing business, each 
contributing $25,000. The business was conducted in a building owned 
by B, for which B was to be paid $10,000 rent per year. During three given 
years the profits averaged $10,000, and A drew out $1,000, $5,000 and 
$10,000 in the respective years, and B drew out $3,000, $4,000 and $5,000. 
The rent account was adjusted in the books by crediting B in each year 
with $5,000, and charging this amount the first year to A, the second year 
to expense, and the third year to B. 

In an audit of the books how would you state the accounts at the close? 

6. How would you proceed in making an audit of a trust company? 
Give full particulars, with an illustration, using your own figures. 

7. How would you proceed in making an audit of a stock broker, who 
also does a banking business? Give full particulars, with an illustration, 
using your own figures. 

How would you proceed in making an audit of the books of a 
ere Give full particulars, with an illustration, using your own 
ures. 

‘ 9. How would you proceed in making an audit of the books of a pub- 
lic utility company? Give full particulars, with an illustration, using your 
own figures. 

10. How would you proceed in making an audit of an estate, includ- 
ing principal personalty and income personalty, and real estate and real 
estate income, where the interests of distributers include legacies to lineals 
and collaterals, annuities, widow’s dower, life estates and estates in re- 
mainder. Give full particulars, with an illustration, using your own figures. 


The examination in auditing, it will be noticed, is divided into two 
parts: the first five questions cover certain specific cases which call forth 
the ability of the candidate to handle certain conditions in various lines of 
business. These questions require a familiarity with the form of account- 
ants’ reports in handling the specified conditions. Such experience may 
be acquired in the class room, but experience covering two or three years 
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in an accountant’s office, in which the conditions named in the examina- 
tions are actually met with, and handled by the candidate himself would 
fit him far better than the class room could ever pretend to do. 

The last five questions apply generally to the businesses as stated, these 
include trust companies, stock brokers, municipalities, public utility cor- 
porations, and estates. 

An accountant should be capable of going into any business house and 
conducting an audit, being thoroughly familiar with the procedure, irre- 
spective of the nature of the business. No one can aspire to the aegree 
of C. P. A. who has not this knowledge. The questions on the subject of 
auditing endeavor to ascertain whether or not the candidate possesses 
the requisite knowledge in this field. 


Question One—Ninth Pennsylvania State C. P. A. 
Examination, May 22, 1905. 


_ The Cambria Company was incorporated with a capital of $500,000, 
divided into 5,000 shares of $100 each, to take over the assets and liabili- 
ties of the firm of John Martin & Co., and Chas. Burton & Co. 

_ John Martin and Henry Scott, his partner, each contributed $20,000 
in cash to the company, and received in payment stock of the company 
at par. 
_ Chas. Burton and Thomas James, his partner, each contributed $15,000 
in cash to the company, and received in payment stock of the company 
at par. 

The net assets of the firm of John Martin & Co. were purchased by 


the company at 75% of their ledger values and full paid stock of the 
company given therefor. The net assets of the firm of Chas. Burton & 
Co. were purchased by the company at 60% of their ledger values, and full 
paid stock given by the company in payment therefor. 

The condition of the ledger accounts of the vendors were as follows: 


ASSETS AND LIABILITIES OF JOHN MARTIN & CO. 


Real estate (factory site) 

Machinery and tools 

a Gee See NS. SO. ep aus ceceeceweewe pee 
Raw stock, steel, brass, wire, etc. ...........cceeeee. 
Good will 

Accounts receivable 


Accounts payable 

Bills payable 

John Martin, capital account 
Henry Scott, capital account 


ASSETS AND LIABILITIES OF CHARLES BURTON & CO. 


Manufactured stock 
Accounts receivable 
Good will 
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LIABILITIES. 
Chas. Burton, capital account 
Thomas James, capital account 
200,000.00 


It was agreed that all the assets and liabilities acquired by purchase 
should appear upon the books of the company at the values shown in the 
vendors’ ledgers until the close of the third year, at which time good will 
should be charged to profit and loss account. 

And, it was stipulated that in the event the legitimate profit of any 
year from trading exceeded $20,000, the individual members of the firm 
of Chas. Burton & Co. were to receive 30% of said excess, and expense 
account be charged therewith, but if the profits were less than $20,000 
they were to pay the deficiency to the company, and expense account be 
credited therewith. ees 

The profit and loss account showed legitimate profits from trading, for 
the first year amounting to $27,000, and the second year amounting to 
$40,000, and the third year amounting to $15,000, before adjusting the 
claim arising from above stipulation as to the a The entire profits, 
irrespective of their source, were then paid to stockholders of issue, as 
dividends in full paid stock. 

Submit statement as follows: 

First. Give aggregate of net assets at the close of the first, second 
and third years, assuming all debts to have been paid. 

Second. Give the amount due to each of the parties in interest in 
stock and undivided profits at the end of the first and second years 
respectively, assuming profit and loss account as being adjusted at these 
periods, and the amount of stock held by each stockholder after the actual 
adjustment of the profit and loss and dividend accounts, at the end of the 
third year. 

Third. Use given assets and liabilities throughout, with an additional 
account entitled “Increase,” and submit balance sheets for the close of 
each period. 





Solution to Question One—Ninth Pennsylvania State C. P. A. 
Examination, May, 22, 1905. 


WILLIAM W. RORER, C. P. A. 


BOOKS OF THE CAMBRIA COMPANY. 
OpeNING ENTRIES. 


Subscription $70,000.00 
Unsubscribed stock 430,000.00 

Capital stock $500,000.00 
John Martin subscribes for 200 shs.@$100 $20,000.00 
Henry Scott > “100 20,000.00 
Chas. Burton “150 ** 100 _— 15,000.00 
Thomas James “150 “100 15,000.00 


Total subscription 700 shs. @ $100 $70,000.00 
Unsubscribed 100 430,000.00 


Authorized capital stock 5,000 shs. @ $100 $500,000.00 
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John Martin 
Henry Scott 
Chas. Burton 
Thomas James 


Real estate—factory site 
Machinery and tools 
Raw stock—lumber, etc 
Raw stock—steel, brass, wire, etc 
Good will 
Accounts receivable 
Accounts payable 
Bills payable 
John Martin & Co 
Contingency 
The book value of assets and: liabilities 
acquired from John Martin & Co.... $24,000.00 
Purchase price, 75% face value, payable 
in capital stock of company 18,000.00 


$5,000.00 
John Martin & Co $5,000.00 
Transfer of cash included in purchase. 


Subscription $18,000.00 
nsubscribed stock $18,000.00 
John Martin & Co 18,000.00 
Subscription 18,000.00 
Allotment of capital stock for equity in 
business of John Martin & Co., as per 
agreement : 
John Martin, 135 shs.@$100....... 
Henry Scott, 45 shs. @ $100 


Manufactured stock 
Accounts receivable 
Good will 
Chas. Burton & Co 
Contingency 
The book value of assets acquired from 
Chas. Burton & Co 
Purchase price, 60% face value 
Payable in capital stock of company. 


Subscription 
Unsubscribed stock 
Chas. Burton & 
Subscription 
Allotment of capital stock for equity in 
business of Chas. Burton & Co., as per 
agreement : 
Chas. Burton, 300 shs. @ $100 
Thomas James, 900 shs. @ $100... 
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PROFIT AND LOSS. 


(FIRST YEAR.) 


To expense—Chas. Burton & Cu. 
30% excess profits, $7,000. 


$2,100.00 


Due Chas. Burton, 4 sh.... $525.00 
Due Thomas James, % sh... 1,575.00 


Net profit for year............ 


(SECOND YEAR.) 


To expense—Chas. Burton & Co. 
30% excess profits, $20,000. 


24,900.00 


27 000.00 


$6,000.00 


Due Chas. Burton, 4 sh. .. .$1,500.00 
Due Thomas James, 4 sh... 4,500.00 


Net profit—two years 


(THIRD YEAR.) 
To good will—charged off 


Net profit—three years........ 


To stock dividend: 
John Martin (185 shs.)...... 


Henry Scott (135 shs.)............ 
Chas. Burton (249 shs.)........... 
Thomas James (582 shs.)......... 


To cash dividend: 


Henry Scott 
Chas. Burton 
BR ere ere 


58,900.00 
$64,900.00 


$164,900.00 


$18,500.00 
13,500.00 


24,900.00 
58,200.00 


86.06 
92.79 

35 
54.80 


$115,400.00 


: By profits from trading........ 


(FIRST YEAR.) 


By profits from trading 


$27,000.00 


Balance brought down......... $24,900.00 


(SECOND YEAR.) 


40,000.00 


,900.00 


Balance brought down......... 58,900.00 


(THIRD YEAR.) 


15,000.00 


By profits from trading........ 
5,000.00 


By Chas. Burton & Co......... 
Due by Chas. Burton, % sh... .$1,250.00 
Due by Thomas James, %4 sh.. 3,750.00 


By contingency—absorbed 86,000.00 


$164,900.00 


$115,400.00 


Balance brought down 


$115,400.00 


Nore.—To maintain the original ratio of holdings of stock, the balance of dividend is apportioned 


v cash payments from treasury. 
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BALANCE SHEET. 


COMPARATIVE EXHIBIT OF ASSETS AND LIABILITIES. 


























ASSETS. 
First Year. Second Year. Third Year. 
COD. sa vccnede boevekeds (aseenae $75,000.00 $75,000.00 $75,000.00 
BN MNO iis crak g 000 cds pc Kadina ewan 15,000.00 15,000.00 15,000.00 
Machinery and tools..............++.. 7,500.00 7,500.00 7,500.00 
WE MOIS badass cdccsccpvestakebaane 34,000.00 34,000.00 34,000.00 
Manufactured stock..............e0+. 20,000.00 20,000.00 20,000.00 
Accounts receivable................-. 190,000.00 190,000.00 190,000.00 
$341,500.00 $341,500.00 $341,500.00 
Se ci ceo, cas moka is 606 e¥ekue 27,000.00 000.00 82,000.00 
$368,500.00 $408,500.00 $423,500.00 
Lees O68 Gebes= 9mnGs 6... ci seeks 97,090.00 97,000.00 97,000.00 
$271,500.00 $311,500.00 $326,500.00 
Less Chas. Burton & Co.............. 2,100.00 8,100.00 3,100.00 
Net assets (exclusive of good will) ..$269,400.00 $303,400.00 $323,400.00 

SMG sss sa Casanttedaiebeetesceen 49,500.00 49,500.00 
Unsubscribed stock. .....cccscccsceces 292,000.00 292,000.00 292,000.00 
$610,900.00 $644,900.00 $615,400 00 
LIABILITIES. 
i First Year. Second Year. Third Year. 
Capital stock (authorized) .. . .$500,000.00 $500,000.00 $500,000.00 
Contingency .......+seeeseeeeesseeess 000.00 86,000.00 

Undivided profits (see profits and loss)* 24,900.00 58,900.00 115,400.00 
$610,900.00 $644,900.00 $615,400.00 

* Apportionment of undivided profits. 

Due to stockholders: ; 
First Year. Second Year. Third Year. 
ED, occ kvanecscadaansevaess $4,010.34 $5,475.06 $0,000.76 
I, we Kc iivondecvesdes cdebnes oes 2,932.93 4,004.81 6,655.05 
Nk nea ne seeedegans 5,387.02 7,355-77 12,223.56 
I ct ncce chs cccndsuencces 12,569.71 17,163.46 28,521.63 
$24,900.00 $34,000.00 $56,500.00 


: STOCK LEDGER. 
JOHN MARTIN. 


Capital stock (for cash).. .. 200 shares 
" eae old business) .. a ox Ca . ™ 
" ‘: dividends) .......... I ™ " 
Total at end of 3 years............. "$20 shares 


CHAS. BURTON. 


HENRY SCOTT. 


Capital stock (for cash) 
or old business) 
dividends) 


Total at end of 3 years 


ee ee wee eee 


THOMAS JAMES. 


Capital stock (for cash) 


Capital stock (Ser ED. 64 ketene oes 150 shares 
(for old business)... .. 300 “ c 
” “ (dividends) .......... 25 6C** = a 
Total at end of 3 years............. 699 shares Total at end of 3 years 


180 


(for old business) ..... 
(dividends) 


ee 


eee ee en eee 


eee 





900 
582 “ 








